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A THEORY OF BARGAINING WITH INTERPERSONAL 
COMPARISONS OF UTILITY! 


EDWARD COEN 


University of Minnesota 


This paper defends the thesis that, in the simple case of bargaining between 
only two individuals, there will be a tendency to agree upon that bargain which 
will, in the opinion of these two persons, yield them approximately equal utility 
gains. We thus assume that the two negotiators base their decisions upon esti- 
mates which purport to compare each other’s anticipated utility gains, whereas 
the general rule hitherto has been to avoid resort to interpersonal utility eom- 
parisons. 

It is admitted that the utilities of two persons, A and B, may be different 
things and therefore not comparable, and that, even if these two utilities should 
be homogeneous, there exists no reliable technique for comparing their magni- 
tudes. It is simultaneously claimed, however, that most people believe that the 
utilities of different persons are usually sufficiently similar to be comparable, 
that most people do make interpersonal utility estimates (with varying degrees 
of confidence in their accuracy), and that these estimates influence many de- 
cisions. 

Now the nature of an interpersonal utility comparison suggests that it might 
frequently be a factor in decisions affecting the distribution of economic wel- 
fare, eg., choosing between one situation where A and B would respectively 
enjoy given levels of utility, and another situation where A’s utility would be 
reduced and B's increased. But bargaining decisions fall precisely into this 
category, and therefore we should be prepared to consider the possibility that 
bargainers might make interpersonal utility comparisons, 


I. BASIC CONCEPTS 


Calling the bargainers A and B, we assume that they have perfect knowledge 
of each other's utility functions (including the magnitudes of the relevant 
variables), that these functions are of the von Neumann-Morgenstern type,* 
and that they are not interdependent, 


‘After this paper was completed, the writer discovered that his solution had been an- 
ticipated by Howard Raiffa, “Arbitration Schemes for Generalized Two-Person Games” in 
Contributions to the Theory of Games, Volume II, 1953, edited by H.W. Kuhn and A.W. 
Tucker. A bnef summary of this article appears in R. Duncan Luce and Howard Raiffa, 
Games and Decisions, Wiley, 1957, pp. 143-4 

I am indebted for valuable suggestions to Professors O. H. Brownlee, Leonid Hurwiez, 
Ira O| Scott, Jr., Lloyd Ulman, and Mr. Bernard J. Marks 

*J. von Neumann and O. Morgenstern, Theory of Games and Economic Behavior, 2nd 
ed. (Princeton, 1947) 
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Any bargain is adequately identified by the pair of total utilities anticipated 
by A and # respectively if this bargain should be implemented. It can be repre- 
sented graphically by some point within the set //* in the UU, plane (Figure 


1). The term, (pure) strategy or threat of A (B), indicates any one of a finite 
number of alternative unilateral plans of action available to A (2) in the event 
of a deadlock (failure to reach an agreement). Assume that, if A and B both 
know which strategy each would adopt, then they both know the level of utility 
which each would realize in the event of a deadlock.4 Each possible pair of 
deadlock utilities ean be represented graphically by some point Ny, which must 
fall in //7 sinee any pair of strategies also constitutes a conceivable form of co- 
operation. If A and 2B should be committed in advance to a given pair of strate- 
gies determining a pair of deadlock utilities at Ny, the alternative bargains 
about which they will negotiate will be those represented by points on the 
boundary of 17 northeast of N,. Call these the set of admissible bargains. The 
utility to A (8) of any such bargain less his deadloek utility defines the utility 
gain, Af’, promised to A (B) by that bargain. 

In the subsequent section we defend the thesis that, if A and B are considering 
a given pair of prospective strategies determining a given pair of deadlock 


*Whieh is convex, closed, and bounded. This paragraph borrows from J. F. Nash, Jr, 
“The Bargaining Problem,” Econometrica, April, 1950, Vol. 18, pp. 155-162, and “Two- 
Person Cooperative Games,” dnd. January, 1953, Vol. 21, pp. 128-140 

*The significant property of any strategy is its influence on the size of A’s or B's deadlock 
utility. Therefore, two plans, A, and A,, of A are different stategies if there is at least one 
combination of plan A, with some plan of B which promises a different pair of utilities to 
A and B than does the combination of plan Az and the same plan of B. Similar remarks 
apply to alternative plans, #, and B,, of B. 
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utilities (V\), they will tend to agree upon a bargain (in the neighborhood of 
M,) which will, so they believe, yield them approximately equal utility gains 
over and above their respective deadlock utilities. The expectation, however, 
of a different pair of strategies determining a pair of deadlock utilities at N, 
would always® tend to produce a different bargain, unless NV, should be located 
on the line AU, = AU, which passes through N,. 

We shall not consider the problem of determining which bargain would be 
concluded if A and & should be uncertain which strategy each would pursue in 
the event of a deadlock. In the remainder of this paper, therefore, A and B are 
pledged to a given pair of strategies. 


Hl. A SIMPLE MODEL 


We now state our hypothesis in the context of a very simple bargaining 
situation. The special assumptions defining this situation are as follows: 

For convenience of exposition imagine that the admissible bargains deter- 
mined by the given pair of strategies correspond to the alternative ways of 
dividing between A and B a joint profit of $1,000 over and above the profit 
levels which A and B respectively anticipate in the event of a deadlock. We as- 
sume provisionally that the larger the money gain of A (3), the larger would 
be his utility gain.” This joint gain of $1,000 is available to A and 2B on condition 
that they are able to agree upon its division by a given deadline date, and ts 
wholly forfeited in the event of a deadlock. 

Ample time is allowed for negotiation prior to the deadline date. An agree- 
ment is eancellable at any time prior to the deadline date, but is binding on 
both parties if it still represents their wishes at that date. If a bargain should 
take effect, the maximum utility derivable from any money gain can and must 
be extracted during the year following the deadline, so that the utility level 
associated with any given bargain (as with the failure to make a bargain) is 
a utility level also associated with this particular year. If no agreement should 
be reached by the deadline, an identical opportunity for sharing a money gain 
of $1,000 may recur at the beginning of the second and subsequent years. Call 
each such opportunity a trial. A and B always anticipate with certainty the same 
number of trials, and believe with certainty that their respective anticipations 
are identical, Assume provisionally the expectation of only one trial, 

If A and #& should offer each other a speeified pair of money gains, we assume 
that they compare their prospective utility gains (AU, and AU,) and that they 
each subseribe to one of the following estimates: AU, is equal to, or is slightly, 
or substantially, or very much greater than AU, , or vice versa. A’s estimate is 
assumed to mvariably agree with B's.” Each party believes with certainty that 
his own estimate is correct, that the two estimates are in agreement, that these 

"Subject to the qualification in footnote 16. 

* This is equivalent to assuming that the given pair of strategies is such that the boundary 
of Hin the quadrant northeast of N, has a negative slope at every point 

* This is equivalent to the assumption that A and B are agreed upon the number of units 
of B’s utility that is beheved to be equal to a unit of A’s utility. This proportion determines 
the slope of any line AU, = AU, in Fig. 1. 
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same two beliefs are held by his opponent as well by himself, and that it is 
impossible to change the estimate of the other party. 

Finally, we assume that there are a large number of A’s and an equal number 
of B's paired off randomly; that the utility functions and economic circum- 
stances of the A’s (3's) vary, but that the utility increment anticipated by each 
A from $400 gain is believed by this A and the corresponding B to be equal to 
the utility increment anticipated by that 2 from a $600 gain. We mean that the 
utility of the certain prospeet of a $400 gain by A is believed to be equal to the 
utility of the certain prospect of a $600 gain by B. Call $400,-3600, the equal- 
gain bargain. 

Given these assumptions,” our hypothesis is that the bargains suecessfully 
consummated by the many pairs of negotiators would be very heavily concen- 
trated in the neighborhood of the equal-gain bargain. 

Imagine B to make an offer of the bargain, $1,-$999, , and A to counter with 
an offer of the adjacent’ bargain, $2,-$99%,, . 

If A were to insist on his terms right up to the deadline date, he would be 
compelling B to choose between two alternatives: Either B could aceept A’s 
offer of $998, or he could reyeet it, in whieh ease there would be no bargain at 
all. If # should reyeet A’s terms, he (2) would lose $998, the difference between 
the money gain that he could have realized by accepting A’s offer’ and the 
zero money gain whieh he would in faet realize. 

Similarly, if B were to insist on his terms right up to the deadline date, he 
would be confronting A with two alternatives: Either A could aecept B's offer 
of $1, or he eould reject it and receive zero dollars, in whieh ease A’s money loss 
would be $1. 

But, by assumption, A and 2 are both sure that B's foregoing a $998 gain 
would mean a utility loss greater than A would suffer by foregoing a $1 gain. 
Therefore, A could say to B: 

(1) “Tf neither of us should give way, this would hurt you more than me.’ 

(2) “Consequently, it is up to you, not me, to make the concession required 


to reconcile our demands.” 

These two propositions illustrate our basie assumptions concerning the psy- 
chology of bargaiming. 

The first proposition illustrates the concept of relative bargaining power, this 


particular situation being one where A’s bargaining power exeeeds B's. Note 


"This hst of assumptions is incomplete. It will be convenient to introduce some funda- 
mental behavioral assumptions during the course of the subsequent argument. Many of 
the assumptions already introduced are drastic idealizations. Those to be introduced-later, 
however, are intended to be realistie. They are believed to represent realistic reactions to 
the hypothetioal environment 

* Ignoring fractions of a dollar 

“Note that if, as assumed above, A's offer of $998 to B should continue to stand right 
up to the deadline date, B would be able to signify his acceptance of the offer at a time 
so close to the deadhne that A would almost certainly not be left with time enough to 
cance! the agreement prior to the deadline. It follows that, if B should fail to aeeept A’s 
offer by the deadline date, B would be passing up not just the possiblity of a $998 gain 
but the eertually certain availability of this gain 
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that there is no way of comparing bargaining strengths except in relation to a 
specified pair of offers. If, for example, A had made the offer, $999,-$1, , and B 
had offered $998,-$2, , B's bargaining power would exceed A's, 

Turning to proposition (2), it obviously is not a logical consequenee or im- 
plication of the first, but we claim that it is a behavioral consequence; that the 
party which expects to suffer the greater disutility from a deadlock will in faet 
usually be the one which feels obliged to make concessions. The estimated rela- 
tive sizes of the utility losses, that are anticipated in the event of a deadlock, 
will be the major determinants of the deqree of confidence with which cach party 
will expect concessions from the other. Thus, if it were believed that B's pros- 
pective loss would be very much larger than A’s, A would attach a very high 
probability to the idea that B will accept A’s terms, and B, on the other hand, 
would attach a very small probability to the idea that A will accept B's offer. 

This conclusion is represented graphically in Figure 2. Points on the base 
line correspond to all the admissible bargains. Vertically we indicate the degree 
of confidence with which one party expects the other to accept any given bar- 
gain. The point on A’s function above the bargain, $2,-$998, , indieates that A 
is almost certain that 2 would accept these terms. The point on B's function 
above the bargain, $1,-$999, , indieates that J) is almost certain that A would 


not aceept these terms." 


"The reader may wonder why the degree of confidence with which A (13) expects BCA) 
to accept a given bargain depends on the relative sizes of the prospective utility gains of 
A and B associated respectively with the given bargain and an adjacent bargain, An example 
provides the simplest explanation. Suppose A wishes to estimate the probability of B's ae- 
cepting the bargain, $200,-$800, , if A should offer it. Assume an offer by A of $200,-$800, 
and by B of $198,-$802, . In the event of a deadlock, A's loss would be $198 and J's $800 
Imag.ne that B’s utility loss is believed to be much greater than A’s and that A is confident 
that #& would substitute the offer 199,-$801,, thus creating a new pair of potential losses, 
$199 for A and $800 for B. Now A’s view of the probability of B’s making a further conces- 
sion Le, the probability of B’s accepting the bargain, $200,-$800, , depends on the consensus 
of A and B concerning the size of the difference between the second pair of utility losses, 
not the first pair. In short, A's estimate of the probability B’s accepting any given bargain 
is the same as A's estimate of the probability of #’s making the last small concession which 
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Imagine now that B had offered, not the bargain, $1,-$999, , but $2,-$998, , 
and that A had demanded $3,-$997,. Comparing prospective losses ($2 for A 
and $997 for 4) from a deadlock, imagine A and B still to believe that B's utility 
loss would be very much greater than A’s. A’s function, therefore, would con- 
tinue to indicate almost as much (possibly, just as much) confidence that B 
would accept A's terms. B's function would continue to indicate almost as much 
(possibly, just as mueh) pessimism eoncerning the acceptability to A of B’s 
offer. Repeat this procedure, dollar by dollar, so as to complete both functions.’ 

We now come to a vital feature of our hypothesis. It is suggested that it is 
plausible to assume that cach of the two funetions would have a shape approxi- 
mating that depieted in Figure 2. Whenever B's prospective loss from a dead- 
lock is believed to exeeed A’s, A (By) would be very confident (doubtful) indeed 
that his terms would be acceptable to B (A); whenever A’s prospective loss from 
a deadlock is believed to exceed B's, B (A) would be very confident (doubtful) 
indeed that his terms would be acceptable to A (8); and both A and B would 
be very confident that the equal-gain bargain’ would be mutually acceptable. 
We assume that each negotiator correctly assesses the general character (as 
just deseribed) of his opponent's funetion but does not know its precise shape. 
The most extreme form which each funetion might take would be where A (B) 
feels certain that B (A) would not accept any terms inferior to the equal-gain 
bargain, but would aceept that bargain. 

At any given date during the negotiations, A™ thus associates with each 
bargain a particular profit inerement and a particular probability of securing 
it (ie, of B's accepting it). These two magnitudes determine an expeeted or 
actuarial utility of each bargain to A. One moment before the deadline date, 
the bargain to which A currently assigns the highest expected utility represents 
the minimum terms acceptable to A! 

If the function of every A (Fig. 2) had the most extreme form mentioned 
above, then every A would assign the highest expeeted utility to the equal-gain 
bargain. We suggest that it is plausible to assume that Gin the bargaiming situa- 
tion deseribed by our assumptions) the shape of A’s funetion would, for enough 
A’s, approach this extreme form so closely that relatively few A’s would assign 


would beng B to an aeceptance of that bargain. Therefore, if the difference between the 
terms of adjacent bargaims is small, A’s (8's) estimate of the probability of B's CA's) aec- 
cepting any given bargain which offers A a gain of z dollars out of a total of & dollars wall 
approximately depend on the estimated size of the difference between the utility gain which 
A is expected to derive from a gain of z dollars and the utility gain which J is expected to 
denve from a gain of k rz dollars 

” "This wording is not intended to imply that this sequence of pairs of offers are considered 
in turn chronologically by A and Bo On the contrary, the pairs of offers examuned are al- 
ternatives ab wali, in aecordance with the argument of footnote 11 

"The term, equal-loss bargain, is really more suggestive. If A and B were each to reject 
an opportunity to mplement the equal-gain bargain, $400,-$600, , their utility losses would, 
so they beheve, be equal 

“Similar remarks apply to B 

* An offer to A significantly earlier of the bargain to which he currently assigns the 
highest expected utility might not be aecepted by him, since it might cause him to revise 


his expectations more favorably 
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the highest expected utility to a bargain substantially different from the equal- 
gain bargain. Only the abnormally bold would in the last resort demand more 
than $400, because of the low probability of suecess. Only the very timid would 
demand significantly less than $400, because of the minuteness of the increase 
in the probability of success expected to result from this concession. 

A similar assumption about the B functions and a random pairing of the A’s 
and J's would produce a heavy concentration of the successfully completed 
bargains in the neighborhood of the equal-gain bargain. Equivalently, we could 
predict with a high degree of confidence that a pair of negotiators selected at 
random from the many pairs would, if successful in reaching an agreement, 
agree upon a bargain not substantially different from the equal-gain bargain.'® 

We have said nothing as yet about the tactics of bargaining. The assumptions 
of our model permit only a small amount of uncertainty, but it is suffierent to 
provide some opportunity for tactical gain. For example, at any -time substan- 
tially earlier than the deadline date, A might demand « bargain more favorable 
to himself than the one to which he currently assigns the highest expeeted utility. 
For B knows only the approximate shape of A’s funetion (Pig. 2), and conse- 
quently knows only approximately A’s minimum terms (the bargain to which A 
assigns the highest expected utility). Therefore, A may initially make extrava- 
gant demands in the hope of slightly depressing B's funetion, and if A should 
think that this taetie has been suecessful, his own function would be slightly 
raised and he would now assign the highest expected utility to a bargain a little 
more favorable to himself than was previously the ease! 

We now drop the single trial assumption and substitute the expectation of 
more than one trial. It is elaimed that an increase in the number of trials an- 
ticipated and actually oecurring, will tend to increase the concentration of solu- 
tions in the neighborhood of the equal-gain bargain, 

In the ease where only one trial is antieipated, it is easy to Imagine a nego- 
tiator occasionally settling for terms significantly less favorable than the equal- 
gain bargain in order to diminish the likelihood of a deadlock, When, however, 
a number of trials are anticipated, this same negotiator will be much more in- 
clined to take a firm stand on, or nearer the equal-gain bargain. He may feel 
that a deadlock in the first trial, or even first few trials, will more than pay off 
in better terms sceured in the remaining trials. Obviously, the larger the number 
of trials antieipated, the greater will be the expeeted gain from, and incentive 
to, initial firmness. 

Finally in place of the assumption that failure to reach an agreement by the 

'6This conclusion is subject to one qualification. The point N might be one (eg, Ny in 
Fig. 1) such that the line AV’, =A/), through N; cuts the eastern boundary of substanti 
ally below M,, where M, is from A’s viewpoint the most favorable bargain in the set 
In such a ease A could “pull” B down the eastern boundary of Has far as M, bat would 
not wish to pull him past M, to the equal gain bargain 

"Tt seems plausible, however, to suppose that such revisions of expectations during the 
negotiations would usually be very minor so long as we retain the assumption that A and 
agree, and beheve they agree, upon the identity of the equal-gain bargain; 1e., surely only 
an ultra-cautious negotiator would be expected to settle for a bargain much inferior to 
what he is sure is believed to be the equal-gain (equal-loss) bargain 
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deadline date completely wipes out the opportunity to conclude a bargain 
during the current year (trial), we may wish to substitute the assumption that 
a bargain may still be concluded after the initial deadline but that this delay 
involves a continuously increasing penalty for both parties. In terms of Figure 
I the increasing penalty may be envisaged as a gradual shifting toward the 
south-west of the north-east boundary of the set of available bargains [, so 
that the bargain M, moves steadily down the line AU, = AU, and reaches N, 
one year after the initial deadline. At any date within the year the utility to A 
(2) represented by the current position of M, indicates A’s (3's) total prospee- 
tive utility for the entire year Le. it includes the deadlock utility realized to 
date plus the bargain utility which would be enjoyed during the remainder of 
the year if the eurrent bargain M, should be coneluded. 

We now argue that this change of assumptions does not alter the solution. 
Suppose A and B to be considering the consequences of a failure to reach an 
agreement by the initial deadline. There are two possibilities. One is that A and 
BE would be deadlocked for the entire year and would realize the pair of utilities 
N,. The other possibility is that they would at some particular date during the 
year agree upon a bargain which most probably would not differ substantially 
from the bargain M, available at that date. 

Kither of these two prospective utility positions (N, or an M, available after 
the imitial deadline) may be employed by A and B as the base in their ealeula- 
tions (prior to the initial deadline) of that initially available bargain which 
would yield them, so they believe, equal utility gains relative to the base chosen, 
But since both of these bases are located on the same line AU, = AU,, A and B 
will tend to agree upon the same bargain (the initial Mj) regardless of which 
base they utilize. 


THE NASH-ZEUTHEN THEORY 


In a recent artiele'® Professor Harsanyi has argued that the mathematically 
rigorous theory of Nash! and the psyehologically plausible theory of Zeuthen*? 
yield the same solution. Professor Harsanyi writes: “The somewhat unexpected 
identity of the solutions vielded by Nash and by Zeuthen is a most encouraging 
sign because on the surface their approaches appear rather different.”*! What 
is the relation of the Nash-Zeuthen theory to our own?** 

A fundamental task for any bargaiming theory is the provision of some plaus- 
ible guide whieh each negotiator may employ to assess the probability of his 
opponent's acceptance of the various bargains. Mach negotiator is then able to 

"John Co Harsanvi, “Approaches to the Bargaming Problem Before and After the 
Theory of Games: A Critieal Discussion of Zeuthen’s, Hicks’, and Nash’s Theories,” Feo- 
nometrwa, April, 1956, Vol 24, pp. 144-157. 

“Op. cit 

“PF. Zeuthen, Problems of Monopoly and Economie Warfare, London, 1930, Chap. IV. 

cit, p. 

* Since Professor Harsanyi's description of the Nash-Zeuthen theory is so lucid and 
concise, its exposition here seems inappropriate. Our remarks, therefore, will simply comment 


on the two systems. 
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rank these bargains and can stake his chances on the one which he ranks highest. 
An elegant feature of the Nash-Zeuthen hypothesis is that it sueeeeds in dedue- 
ing such a set of probabilities of acceptance from a very small number of as- 
sumptions and without resorting to interpersonal comparisons of prospective 
losses from a deadlock. This, however, would be a questionable virtue if the 
Nash-Zeuthen behavioral assumptions should be deemed less realistie than 
ours. If our basic bargaining psychology is essentially sound, the Nash-Zeuthen 


theory cannot be accepted. 

To demonstrate this consider the illustration of his theory provided by Nash 
at the end of his first paper.** Two bargainers with perfeet knowledge and von 
Neumann-Morgenstern type- utility funetions are confronted with the problem 
of negotiating an agreed division of a joint money gain of a given amount. Fail- 
ure to reach an agreement will eause them to forfeit this gain. The Nash solu- 
tion to this problem has the two parties each receiving an equal monetary share 
provided that “the utility of an amount of money is approximately a linear 
function of the amount in the range of amounts concerned in the situation,” 

Imagine then that a millionaire and a pauper are negotiating concerning the 
division of a joint money gain of $1000. The pauper proposes the Nash solution, 
offering the millionaire $500. The millionaire demands $501 for himself and 
offers the pauper $499. If they should both prove obstinate, the pauper would 
lose $499 and the millionaire $500. Now it is easy to imagine a situation where 
the two parties implicitly agree that the millionaire’s losing $500 is a trifling 
matter in terms of disutility compared to the pauper’s losing $499. The million- 
aire is able to infliet much more damage on the pauper than the pauper ean in- 
flict on the millionaire. Our concept of relative bargaining power implies that 
the pauper would probably give way, and does not, except in very special cases, 
yield the same solution as the Nash-Zeuthen theory. 


Op. cit., pp. 161-2. 


- 
- 


THE INCIDENCE OF COLLECTIVE BARGAINING ONCE MORE* 
M. BRONFENBRENNER 


Michigan State University 


I 


A few years ago I tried to work out some ideas on “The Incidence of Collective 
Bargaining” before the American Economic Association.’ The results satisfied 
neither my critics nor myself, and I confess inconsistencies between my earlier 


paper and my present opinion. 

Some of the peculiar difficulties of the subject may be clarified by reference 
to the theory of tax incidence, which is our model here. There is a perennial 
dispute in tax incidence theory as to whether one should or should not take ae- 
count of the way the tax reecipts are spent. There is another perennial dispute 
as to whether one should compare the post-tax situation with the situation which 
would have existed without any tax at all, or with the sitdation which would have 
existed had some other tax, such as a proportional income tax, been used to raise 
the same revenue, 

Analogous methodological problems give us pause in discussing the incidence 
of collective bargaining. Should we confine ourselves to the incidence of col- 
lective bargaining narrowly construed? Or should we take into account the in- 
cidence of the political and other activities,* ineluding pressure on the monetary 
authorities, Which unions may undertake in aid of their bargaining positions? 
I take the first and more restrietive position, which seems to be necessary for 
analytical precision. But on the other hand, the political activities of unions 
are interwoven so inextricably with their collective bargaining that to ignore 
the politieal side makes our results unverifiable* 

Let me digress to illustrate what is worrying me. It may be that one important 
effect of collective bargaining by some unions is to price labor out of certain 
occupations, and to lower wage rates indirectly wherever the displaced workers 


* Delivered at the Memphis meeting of the Southern Economic Association, November 
1057 

Bronfenbrenner, “The Inewdence of Collective Bargaining,” American Economic As- 
socmtion, Proceedings (1954), pp. 203-307 

*As an apt example of these “other” activities we may cite the recent role of the 
United Mine Workers in assisting in the organization of the Amenecan Coal Shipping Com- 
pany to merease the world demand for American coal. (For this illustration Tam indebted 
to my colleague, Charles P. Larrowe_) 

"Many writers accordingly discuss all trade union activities simultaneously, a practice 
defended most expleitly by Clark Kerr (“Labor's Income Share and the Labor Movement,” 
in George W. ‘Taylor and Frank C. Pierson [ed.], New Concepts in Wage Determination, 
“The term ‘trade unonism,’ instead of ‘collective bargaiming,’ is used deliberately. Unions 
ean and do affect actions of both employers and governments, and some of both kinds of 
action have potential or actual consequences for distributive shares. To explore the impact 
of umonism in only the economic sphere and not also in the political sphere is to tell but 
half the tale.” [New York: McGraw-Hill, 1957], p. 266). 

SOS 
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go. In such a ease its incidence would be on workers down-graded or disem- 
ployed. But at the same time, suppose that the political activities of the same 
unions have been direeted at increasing employment opportunities for their 
members, so that the net result of all union activities taken together has been 
to down-grade and disemploy nobody—rather the reverse. For analytieal pur- 
poses I separate the two effects, and talk of the incidence of collective bargain- 
ing on down-graded and disemployed workers—who may be invisible! This 
unhappy situation becomes less happy when we realize that the collective bar- 
gaining policies of unions might be quite different were their political pressures 
less effeetive. 


So much by way of overture or prelude; There seem to be six main theories 
of incidence in the economic literature, which ean be sub-divided into two groups 
of three theories each. The first group of theories raaintains that incidence 
exists. These theories maintain, that is to say, that union members make gains 
at some other group's expense as a result of collective bargaining. The second 
group of theories maintains that ineidence does not exist. These theories main- 
tain, that is to say, either that union members make no gains as a result of col- 
lective bargaining that they could not have made in the free market, or else that 
their gains come out of inereased rates of economic activity and growth rather 
than out of the incomes of anyone else. 

1. The “redistribution” theory, Collective bargaining redistributes income in 
favor of “laborers” and against “capitalists” — meaning receivers of rent and in- 
terest as well as receivers of profits in the strict sense. The ineidence of collee- 
tive bargaining is then on the eapitalist class. 

2. The “reallocation” theory, which is perhaps more entitled than any other 
to be ealled “orthodox.” The labor share of privately produced national income 
stays more or less constant—a kind of statistical wages fund—while collective 
bargaining distributes further this more or less constant share. Members of the 


most aggressively organized trades and industries get more. Their ineresases 


spread “sympathetically” to a number of related trades, industries, and loeali- 
ties, by raising their supply schedules. At the same time, these inereases reduce 
employment opportunities, displace workers into other labor markets, and held 
wage rates down in these other markets. Sometimes the displacement is into 
unemployment or involuntary entrepreneurship of the peanut-stand variety, if 
organization ts suffieiently broad. More frequently it is into some less aggres- 
sively organized type of labor. Part of the ineidence of collective bargaining is 
on these displaced workers regardless of what finally happens to them. 

The remainder of the incidence, by this same theory, is on that particular 
sub-elass of consumers who consume most heavily those goods and services whose 
production costs and selling prices have been raised by wage increases, and who 
consume least heavily those goods and services whose production costs and 
selling prices have been pushed down by the displacement, These are however 
not “consumers” as a whole. Another sub-class of consumers may very well be 
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net gamers In consequence of collective bargaining, and we shall ignore in the 
discussion Which follows any effects of relative price changes on “consumers” 
as such. 

3. The “inflationary” theory. The main effect of colleetive bargaining is to 
foree up money wages and prices. Its incidence is on fixed income receivers 
Whose incomes lag behind the inflationary movement. 

Passing to the theories whieh deny any incidence of collective bargaining, 
we have: 

1 The “illusion” theory. Collective bargaining gives the members of estab- 
lished unions? no more on the average than they could have expected through 
the competitive labor market as it operates on the wages of comparable unor- 
yanized workers 

5. The “productivity” theory. Collective bargaining inereases the rate of eco- 
nomie growth, in the first place, by “shocking” employers into increasing their 
eflicieney and introducing innovations of many kinds, At the same time it in- 
sures Workers against wage cuts and unemployment when their productivity 
rises, and inereases worker cooperation with teelnieal progress. A differentially 
higher rate of growth results over-all. Out of the differential it has been possible 
to increase the pay of organized workers without injury to any other group. 

6. The “consumption” theory. This is an extension of the redistribution theory 
Whieh stresses longer-run effeets. Collective bargaining redistributes income 
from the rieh to the poor, which raises purchasing power, which in turn permits 
full consumption and full production, and leaves even capitalists no worse off 
in the long run than they would have been without it, 

Speaking ideologically for a moment, the redistribution, productivity, and 
consumption theories are usually presented as pro-union in their implications. 
The reallocation, inflation, and illusion theories, differing widely among them- 
selves, share a certain anti-union flavor, although many illusion theorists main- 
tain pro-union poliey positions on sociological or politieal grounds. 

The six theories are overlapping rather than mutually exelusive, and it is 
common to find writers holding more than one. Pro-union writers often combine 
redistribution and consumption theories, and often add productivity theories 
as well) Anti-union writers often combine reallocation and inflation theories, 
and speak of “unemployment and inflation” as consequences of union power. 


The literature on the incidence of collective bargaining is not one of which 


we ean be proud as professional economists. Some writers present their views 
as tatters of common notoriety, without rebutting or even mentioning the views 
of others. There is a certain amount of question-begging, and otherwise playing 
fast and loose with the evidenee. (For example, when union wages rise faster 


*An upward fillp to wage rates as the immediate consequence of organization is recog- 
nized quite generally, and may be attmbuted to the overcoming of labor monopsony. By 
“established” unvons we mean unions for whose members this short-run fillp has already 


come and gone 
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than non-union ones within some industry, this is taken to show that colleetive 
bargaining has raised them. But when the opposite is the case, this allegedly 
proves that collective bargaining raises non-union wages as well.) | have also 
seen the fact of economic growth—the fact that all major groups have enjoyed 
rising real incomes since 1900—used as evidence that colleetive bargaining has 
had no incidence. 

Advocates of redistribution theories, and of the consumption theories often 
built upon them, assume that the share of manual or production workers in pri- 
vate national income has risen as a consequence of collective bargaining, or if 
they can isolate no rise, they assume that it would have fallen without collective 
bargaining because the over-all eapital-labor ratio has risen, Neither of these 
propositions is tenable without supporting evidence, and the little evidence I 
have seen points in opposite direetions.” Nor have proponents of productivity 
theories, to the best of my knowledge, investigated by erafts or industries the 
empirical relations between union strength and the growth of productivity. We 
still do not know the comparative importance of union encouragement to effi- 
ciency in the use of machines and raw-material and union encouragement to 
“feather-bedding” in the use of direct, man-power.® 

A final eritieism of the literature is a certain tendeney to generalize, to erect 
universal theories of ineidence, based on one or a few specifie episodes in recent 
economic history. The reallocation theorists of the 1920's and the 1930's in 
the United States and Great Britain seem to have been thinking about 1920-22 
or 1929-33, when union wage rates were maintained while other wage rates fell, 
and when employment shifted (lor whatever reason) largely away from: sectors 
of union strength to sectors of union weakness. The American under-employ- 
ment inflation of 1936-37, followed by the downturn of 1937-38, may have been 
uniquely important in providing supporting evidence for writers combining 
misalloeation with inflation theories. The even more unusual cireumstanees of 
1945 48 in the United States, when an inflation burst forth into the daylight 
after four years of wartime suppression, saw the emergence and development 
of the illusion theory. Currently (1955-57) it is the inflation theory whieli is 
fashionable, mainly beeause of the effects of wage increases on industrial costs 


despite the oeeasional use of colleetive bargaining as a sereen for inereased 


* Por a useful summary, see Kerr, op. crt., pp. 279-294. Por the United States in particular, 
we quote from p. 281: “Over the past century [including both periods of union strength and 
weakness! labor's share has msen primarily as employed persons have become a more im- 
portant component in our populations In other words, employees are not comparatively 
better off as individuals; there are, however, many more of them.” 

"Here again, the relevant literature has been reviewed by Kerr, “Productivity and Labour 
Relations,” Reprint @ of the University of California Institute of Industrial Relations 
(1957). The results are most inconclusive 

standard presentations of this viewpoint are probably Simons, 
Policy for a Free Society (Chicago: University of Chicago Press, 1948), ch. 6, Corpinally 
published 1944); C. BE. Lindblom, Unions and Camtaliam (New Haven: Yale University 
Press, 1919), cho 11; and Fritz Machlup, Political Reonomy of Monopoly (Baltimore. Johns 
Hopkins University Press, 1952), ch. 9-10 
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profit margins and the matching of union wage increases in many weakly or- 
ganized trades (such as teaching) where shortages have been recognized. 


IV 

I take an electie position, trying harder to escape logical than temporal in- 
consisteney, My view is that different theories (or combinations of theories) ap- 
ply in good times than in bad, and different theories under easy money than 
under tight. We must, moreover, deal with continua, not dichotomies, especially 
since some crafts, industries, and areas are generally enjoying prosperity at the 
same time that others are suffering depression and still others are in an inter- 
mediate state. 

When a eraft, industry, or locality is enjoying prosperity, with money easy 
but prices temporarily stabie, the major effect of collective bargaining is to 
yet inflation under way from the cost side. Wage increases over and above 
productivity inereases, and above wage increases obtainable under competition, 
ean be secured and passed on (or magnified) in price increases. The money 
supply expands, or its velocity of circulation is allowed to inerease without 
offset, so that the increased wages and prices cause no credit stringency. (The 
increased wages and prices are not only financed, but underwritten or validated, 
by easy money.)® When times are good but money is tight, any appreciable rise 
in prices in a strongly organized sector of the economy is accompanied or fol- 
lowed by a stringency of credit, with unfavorable effects on wages, prices, out- 
put, and employment generally. This is a reallocation effect, from whose conse- 


quenees the onginal priee- and wage-raising sectors are often insulated by 
ther particular situations of prosperity. Thus a wage and price rise in autos 
or steel may lead through tight money to wage cuts or unemployment in tex- 


” 


tiles or eonstruction—but not in autos and steel, the original “culprits. 

When a eraft, industry, or locality is suffering hard times, the major inci- 
dence of colleetive bargaining seems to be the reallocation one, which might 
alternatively be ealled anti-deflationary. Money wages are held at the levels of 
the last prosperity; or rather, they are nearly as likely to rise as to fall. Employ- 
ment falls off in terms of hours, and usually also in terms of men. The un- 
emploved go elsewhere; new entrants enter elsewhere; wages are often foreed 
down elsewhere. The resulting displacement may be upward, as when coal 
miners from Kentucky become auto workers in Detroit. More commonly, if 


"A clear distinetvon should be, but usually is not, made between that degree of monetary 
ease Which finances a wage mnerease in the first instance, and that further degree of monetary 
ease Which underwrtes or validates at by providing higher money purchasing power at 
higher money prees. In an earher essay, “A Contmbution to the Aggregative Theory of 
Wages,’ Journal of Political Economy (1956), pp. 459-469, assuming the first and lesser 
degree of monetary ease, T arnved at essentially classical inverse relations between wage 
rates and employment. In the present passage, assuming the second and greater degree of 
monetary ease, T suppose the Keynesian independence between wage rates and aggregate 
employment, my concern being concentrated on inflationary consequences. It would be 
easy to go to super-Keynesian direct relations between wage rates and employment under 
this degree of monetary ease, if the initial position were one of less than full employment 
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hard times are general, displacement will be downward, involving more un- 
employment of old skills than development of new ones. Accompanying the 
displacement and reallocation are assorted reactions favorable and unfavorable 
to particular classes of consumers, as relative prices follow the relative wage 
movements, 

Monetary policy makes little difference here; easy money in depressions has 
been compared often and aptly to “pushing on a string.” Fiseal poliey, especially 
government spending, is more signifieant. The special phenomenon of unem- 
ployment (or under-employment) inflation often results when, as under the 
New Deal in 1936-37, collective bargaining diverts expansionary fiseal poliey 
to Wage rates rather than employment. 

With an important limitation, in conclusion, one may concur with Sumner 
Slichter® as to the inflationary bias in our collective bargaining arrangements, 
if not in his reeommendation to accept the resulting inflation gracefully. The 
limitation is to good times with temporary price stability. If times are bad or 
money is tight, collective bargaining reallocates labor and changes relative 
prices rather than inflating the general price level-—except insofar as it generates 
unemployment inflation from expansionary fiseal polley during depressions. 
And at other extreme, when inflation gets under way for other reasons than 
collective bargaining, as it did in the American 1945-48 and 1950-51, bargained 
Jabor markets often escalate and inflate no faster than competitive ones, if the 
exeess demand for labor at prevailing wage rates is at all general.!” 

In both good and bad times, but primarily the latter, colleetive bargaining 
probably also induces a slight redistribution of income in favor of wages and 
against profits. The evidence which has convinced me of this underlying move- 
ment Was developed by H. M. Levinson,!! but Pshall not reproduce his statistical 
tabulations here. Por those unfamiliar with his work, let me say only that he has 
broken down the private seetor of the American economy into one group of in- 
dustries where unionism or the threat of unionism are important and another 
group Where neither unionism nor its threat is of mueh immediate significance, 
(The first or union group includes manufacturing, mining, construetion, trans- 
portation, and publie utilities. The second or non-union group ineludes agricul- 
ture, trade, finanee, and serviees.) Levinson’s figures indicate that in the union 
group the generation since 1929 has seen a shift from property income (rent and 


*Sumner H. Shehter, “Do the Wage-Fixing Arrangements in the American Labor Market 
Have an Inflationary Bias?,” American Economie Association, Proceedings (1954), pp. 342 
O16 

“Compare particularly Albert Rees, “The Economie Impact of Collective Bargaining in 
the Steel and Coal Industnes During the Postwar Period,” Industrial Relations Research 
Association, Proceedings (1950), pp. 203-210. 

"Por the period 1929-1917, see TH. M. Levinson, Unioniem, Wage Trends, and Income 
Distribution, 191,-1947 CAnn Arbor: University of Michigan Press, 1951), esp. Table 25, 
p. 106. The results are extended through 1952 in Levinson, “Collective Bargaining and In- 
come Distribution,” American Economic Association, Proceedings (1954), pp. 308-316, esp 
Table 1, p. 309. Por further extension (through 1954) of some of Levinson’s results see Kerr, 
“Labor's Income Share,” op. crt., esp. Table 2, p. 285 
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interest) to wages, whereas in the non-union group the shift has been from prop- 
erty income to profits, including both dividends and entrepreneurial income. I 
am impressed in each case by the intra-industry shifts only, computed after 
changes in the relative importance of different industries have been eliminated 
statistically.’* The differences between the union and non-union groups are 
slight, and may not be statistically significant; they may also be sensitive to 
the particular choices of initial and terminal dates. But with these hesitancies 
and reservations, Levinson’s hesitant and reserved conelusion seems acceptable, 
that a small amount of redistribution results from the collective bargaining 
process. (There is also supporting evidence from Great Britain and Western 
Murope.”*) [t is, however, probably unwise to go further and suggest any kind 
of consumption theory of incidence, or rather of non-ineidenee, on the basis 
of differences so small as those Levinson has isolated. 

In summary, then, my eclectic theory of the incidence of collective bargaining 
is an inflationary theory for an easy-money prosperity, or for a depression with 
a carelessly expansionist fiseal poliey, an illusion theory once inflation is under 
way, and a reallocation theory for most other circumstances. A redistributionist 
strain underlies the entire process, but on a seale too small to produce significant 
consumption effeets or otherwise to influence the course of prosperity or depres- 
sion. The illusion theory also warns us usefully at all times against exaggerating 
the quantitative signifieance of the other patterns of ineidence."* The evidence 
for and against the productivity theory still awaits detailed examination, 

Thus far nothing has been said of Lloyd Reynolds’ Evolution of Wage 
Structure,” perhaps the deeade’s most significant contribution to the literature 
of the ineidence of collective bargaining. This omission has been neither ac- 
cidental nor disrespectful. Reynolds’ conclusions do not fit neatly into our elas- 


* Kerr, in eriticazing Levinson’s study (and other studies with similar results) does not 
distinguish between intra-industry and total share shifts Gbid., p. 284 The force of his 
eriticwm, and of other eriticwsms along the same line, is thereby reduced substantially 

“To HE Phelps Brown and P. bo Hart, “The Share of Wages in National Income,” Eeo- 
nomi Journal, June 1952, esp. p. 276 f. and Phelps Brown, “The Long-Term Movement of 
Real Wages” in John T. Dunlop (ed), Theory of Wage Determination (London: Macmillan, 
1957), pp. 48-65. Phelps Brown stresses the conventional element in protit, margins, which 
ean be squeezed by the couneidence of a “hard” labor market (aggressive collective bar- 
gaming) and a “soft” product market) (generally depressed conditions and/or aggressive 
price competition). Por additional consideration of the American results, see William Fellner, 
Competituun Among the Few (New York: Knopf, 1919), pp. 317-821; Sumner Ho Shehter, 
BKeonomucs of Collective Bargaining (Berkeley: University of California Press, 1950); pp 
36-38; George J. Stigler, Theory of Price (Revised edition; New York: Maemillan, 1952), 
p. 250 

“Thus for example Milton Friedman suggests 15-20 percent as the probable limit of 
upward wage distortion and 4 percent as the probable limit of downward wage distortion in 
connection with what we call the reallocation theory. Friedman, “Significance of Labor 
Unions for Eeonomice Pohey,” in Do MeC. Wright (ed), The Impact of the Union (New 
York: Harcourt Brace, 1951), p. 216 

"Lloyd G. Reynolds and Cynthia Taft, The Evolution of Wage Structure (New Haven: 
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sification of incidence theories. He and his collaborators have asked different 
questions, and turned the whole discussion in a different direction. 

Given the imperfections of actual non-union labor markets, Reynolds in- 
quires whether colleetive bargaining has shifted wage structures closer to or 
further from the “eompetitive norm” than they would otherwise have been. 
This competitive norm is thought of as devoid not only of collective bargaining 
but also of employer monopsony, worker ignorance and immobility, and also 
“non-competing groups” of privileged workers. Reynolds concludes in general, 
and with reservations, that the countervailing power of unions, exercised 
through collective bargaining, has brought actual wage struetures closer to 
the competitive pattern than they previously were. 

It does not seem impossible to translate Reynolds’ conclusions into my own 
terms, although my translation lacks Reynolds’ approval. We may say, for 
example, that the redistributive effeet of collective bargaining represents mainly 
the countervailing of monopsonistic exploitation and a movement toward the 
competitive norm. We may also suggest that many who suffer from realloca- 
tion or inflation effeets are white-collar folk who have traditionally formed a 
closed group with respect to recruitment from the ranks of manual workers, 
so that these effects, too, may be presented as competitive rather than the 


reverse. 

Translation in the opposite direction is more difficult, but it serves to point 
up both my agreements and my disagreements with Reynolds’ position. We 
may for translation purposes employ the hackneyed expression “labor aristoe- 


racy”, subdividing it further into an old aristocracy and a new one, correspond- 
ing respectively to the elites of eraft and of industrial unionism, and then 


proceed. 

The old labor aristocracy consisted of members of the skilled trades, which 
old-style collective bargaining established as non-competing groups, often with 
monopoly power as against their small employers, On balanee this kind of 
collective bargaining, with the incidence patterns we have aseribed to it, was 
probably an anti-competitive foree despite its anti-mmonopsony aspects. 

Reynolds bases his argument, however, mainly on the new labor aristocracy. 
This ineludes workers of all degrees of skill, but fortunate enough to work for 
large firms with substantial monopoly power and profits on the selling sides 
of their several markets, and therefore substantial ability to pay wage in- 
creases. Here collective bargaining as earried on mainly by industrial unions 
has had complex consequences. It has counteracted the monopsony power of 


Yale University Press, 1955), esp. ch. 7, 13. (See also Reynolds, “The Impact of Collective 
Bargaining on the Wage Structure in the United States” in Dunlop, op. eit, pp. 194-221 
for a more condensed and less positive presentation of the same point of view) Reynolds 
has also contributed to the discussion along less unconventional lines in his “General Level 
of Wages,” in Tavlor and Pierson Cop. cit.). Here he traces in some detail the routes by 
which money wage increases may increase the labor share, in accordance with what we have 
called the redistribution theory of incidence (p. 253 f.). He also sets himself against the 
inflationary theory in a manner justified when monetary authorities do not allow tight money 
poliey to be influenced by the results of collective bargaining (pp. 243 f., 249 f.) 
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these employers in hiring labor—clearly a competitive effect, which Reynolds 
stresses, and probably a redistributive one as regards incidence in the sense of 
the present discussion. But at the same time collective bargaining has raised 
these employers’ costs, justified if not foreed increases in their selling prices, 
and given their workers some share in what would otherwise have been their 
monopoly profits. 

Should we call this a movement towards competition in general? From the 
viewpoint of the funetional income distribution, it might appear so. Collective 
bargaining raises the labor share, and retards the shift to profits which Mrs. 
Robinson and others foresee as the ultimate end of a “world of monopolies’’."® 
But | have my doubts, which spring from the inflation and reallocation theories 
of ineidence. There seem to be elements of collusion or conspiracy against 
consumers of particular products and fixed-income groups in general, elements 
of labor support for monopolistic restrictions, elements of cultivation of mo- 
nopoly profits as pools for wage increases to strategic groups of organized 
workers——“palace slaves,” Lenin would have eailed them.'’ These are re- 
flected in the inflation and reallocation patterns of ineidence of collective 
bargaining as has been said, and it is by no means certain that the injured 
parties are confined to the monopsonists or the non-competing groups of yester- 
year. Do they not include family farmers and agricultural workers, unskilled 
employees in domestic and service trades, widows and orphans, pensioners and 
annuitants, racial and religious minorities? Inflation and reallocation, like 
the biblieal rain, fall alike on the just and the unjust. Reynolds’ theory has 


conjured up for the just an umbrella that the good Lord may thus far have 
neglected to provide. 


" Although stated most explicitly by Mrs. Robinson in Kconomucs of Imperfect Competi- 
tion (London: Maemuillan, 1933), Book X, the notion of a trend toward monopoly correlated 
with a reduction of the distributive share of labor dates back to Marx and beyond. Among 
the spate of turn-of-the-century “Distribution” books it is found most clearly in John R. 
Commons, Distribution of Wealth (New York: Macmillan, 1893), pp. 101-107, 195-200, 
220-237, 246-248, ch. 6. It underlies the aggregative wage theory of Michal Kalecki, “The 
Distribution of the National Income,” reprinted in Wilham Fellner and B. FP. Haley, (ed.), 
Readings in the Theory of Income Distribution (Philadelphia and Toronto: Blakiston, 1946), 
selection IL. For a eritical survey of this literature, beginning with Mrs. Robinson, see Dean 
A. Worcester, Jr, “Monopoly and Income Distribution,” Western Economic Association, 
Proceedings (1956), pp. 36-41, 

"The writer has expressed these doubts previously at somewhat greater length. See M. 
Bronfenbrenner, “Wages in Excess of Marginal Review Productivity,” Southern Keonomic 
Journal, January 1950, pp. 307-309. Similar doubts were likewise not unknown to the found- 
ing fathers of labor economics. Compare eg., the diseussion of “Capital and labor hunting 
together, ther prey being the people who needed cheap housing” in John R. Commons, 
Economics of Collective Action (New York: Macmillan, 1950), p. 31 ff. But as Kerr reminds 
us, collusive agreements between monopolistic employers and their favored employees an- 
tedated powerful trade unions, his wry comment (“Labor's Income Share,” op. cit., p. 272) 
being: “It is very difficult to keep the employers indefinitely from giving away their profits 
in part to their employees, in one way or another.” . 
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Organized labor has long regarded the South as a major source of potential 
members and in the past has made repeated attempts to extend unionization 
in this area of the country. The most recent and important attempt was under- 
taken after World War II. Although some workers were organized, the results 
fell far short of expectations. Upon the merger of the two rival labor federa- 
tions in 1955, new plans were announced to bring unorganized southern workers 
within the union fold.! 

In view of the economic and political power wielded by organized labor, 
already more than 17 million strong, such pronouncements deserve serious con- 
sideration. Widespread union organization of southern industries would rival 
in importance the phenomenal growth in organization of the thirties and forties, 
a growth accompanied by major shifts in the industrial and geographical dis- 
persion of union membership. Until that time, union strength had been re- 
stricted largely to non-manufacturing industries: rail transportation, building 
construction and coal mining, in sharp contrast to the labor movements of 
other countries, notably Great Britain.* As a consequence of the events of the 
thirties and forties, epitomized by the rise of the CIO and industrial unionism, 
manufacturing employment, hitherto largely non-union, became extensively 
organized. The geography of union membership also shifted, the sectional balance 
moving from the older union centers in the East—-New York, New Jersey and 
Pennsyivania—to newer ones in the Midwest—Ohio, Indiana, Hlinois, Michigan 
and Wisconsin. At the same time, the Midwest displaced the Pacifie region 
as the most organized section of the nation. Geographically, the rise of the 
CIO was primarily an uprising of the midwestern trade unionism. 

Yet, despite these basic shifts in the geographical and industrial centers of 
union strength, union membership in 1953, and at present, is still not “evenly” 
dispersed geographically or industrially. The South remains largely unorganized 
as do the growing service and government employments, but a new outburst 
of union expansion concentrated in the South could possibly bring about a 
broader distribution of labor strength. 

*The data in this paper are taken from a study by the writer tithed Distribution of 
Union Membership among the States, 1939 and 1963 (New York: National Bureau of 
Eeonomic Research, Occasional Paper 56, 1957). This study continues the pioneering 
work of Leo Wolman in the area of the statistics of union membership. The figures used 
in this paper refer essentially to dues-paying members, derived from unions’ financial 
reports, convention credentials committee reports on voting representation and correspond- 
ence with unions. 

*New York Times, December 9, 1955. 

? Leo Wolman, Ebb and Flow in Trade Unionism (New York: National Bureau of Kco- 
nomic? Research, 1936), pp. 84-85. 
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Since past achievements are often an earnest of future expectations, the 
record of union growth in the South during the years 1939-1953 may suggest 
the future course of southern unionism, An examination of that record ought 
to consider the position of southern labor in the national trade union movement, 
among other questions. Professor Frank de Vyver, an observer of southern 
labor developments for many years, has already noted that southern unions 
are catching up to national developments with respect to membership growth,® 
but the question is, by how much? We can measure this movement not only 
with the aetual records of membership, but also against hypothetical standards 
of union membership. The hypothetieal data ean, furthermore, be used to 
establish norms or potential goals of union membership in the South. 

Necessarily, our account must consider those factors affeeting union growth 
in the South, both adverse and favorable. One of special importance is the 
status of southern industrial development. Beeause the South is still an “under- 
developed” region, it is argued, the degree of union organization is low: “... the 
low rates of union incidence in Texas and the South have not, historically, 
been a result of mere location, but beeause the South and Texas have been pre- 
industrial.”* The implications of this hypothesis, in the view of this writer, are 
to discount the impact on union growth of many institutional and historical 
forces. Our estimates of actual and hypothetical membership challenge this 
implication, at least for the period 1989-1953. 


Membership Growth by State and Union 
As in the past, the growth of union membership in the South from 1939 to 


1953 was part of a general rise in membership in the country as a whole (Table 
1). “During the past 60 years,” wrote Mr. H. M. Douty of the U.S. Bureau 
of Labor Statisties, “union organization and membership in the South have 


risen with every major upsurge of organized labor nationally.” Similarly, it 
might be added, southern unionism also declined when unionism ebbed nation- 
ally. 

For the entire period 1939-1953, union membership increased more rapidly 
in the South than in the balance of the country. Most of the growth probably 
oceurred during World War IL. In the postwar years, it is likely that southern 
membership grew less rapidly than membership in some other seetions and 
states, because starting in 1947, southern states, as well as some other states, 
successively adopted legislation prohibiting any form of compulsory union 
membership —“right-to-work” laws—and these laws very likely reduce dues- 
paying membership, the definition of a union member employed in this paper. 
(Florida, it should be noted, enacted its “right-to-work” law in 1944.) 

While metmbership inereased in all states and the Distriet of Columbia from 


"Prank ‘T. de Vyver, “The Present Status of Labor Unions in the South, 1948," Southern 
Economie Journal, July 1949, p. 22 

*Fredene Mevers, “The Growth of Collective Bargaining in Texas—A Newly Industrial- 
wed Area” (Mimeographed paper read at Annual Convention of the Industrial Relations 
Research Association, 1954), p. 5 

“H. M. Douty, “Development of Trade Unionism in the South.” Monthly Labor Remew, 
Bureau of Labor Statisties, October 1946, p. 555 


GROWTH OF UNION MEMBERSHIP IN THE SOUTH, 1939-1953 409 


TABLE 1 
UNION MEMBERSHIP IN TWELVE SOUTHERN STATES, BY AFFILIATION, 1930 AND 1953 
(thousands) 


| 
1939 1953 


| Per Cent 
| Increase 
Total, 


| oy lyn | 
: | ¢ Unat Unat- | 
AFL Clo Total | AFL filiated Potal 1959 


filiated 


| 
| 


Texas 76. 110.5) 223.1 45 46.4 374.8) 239 

Tennessee 41 9) 9.6 9.5 71.0) 3. 5) 26.5 IS7.3) 1638 

Alabama ( 6 13.9) 2. 9.6 26.2 168.3) 165 
} 28.8 


Virginia 

Kentucky 

Florida 

Georgia 

Louisiana 

North Carolina 

Arkansas 

Mississippi 

South Carolina 

Total or Average 369. 
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United States 4,560.4 1,684 016,217 


1939 to 1953, the gains were not equally distributed. Generally, states largest 
in employment outside agriculture accumulated the greatest number of union 
members, as would be anticipated. Six states, New York, California, Penn- 
sylvania, Michigan, Hlinois and Ohio, accounted for more than half the 10 
million member national inerease between 1939 and 1953. Similarly, in the South, 
membership growth was concentrated in a few states. Of the twelve southern 
states, four, Texas, Tennessee, Alabama and Georgia, garnered nearly 600 
thousand of the 1.1 million increase. So large was this four-state growth, in 
fact, that it about equaled the entire membership of all twelve southern states 
in 1939. 

North Carolina, which ranked seeond in employment among southern states, 
lagged far behind this position in membership growth. Primarily, this was due 
to the failure of textile unionism to seore any appreciable advance. 

As a rule, the relative growth in employment and membership were also 
related, as the next table shows. 

Per Cent Increase, 1959 to 1954 

Nonagricultural Employment Union Membership 

Florida 117 211.7 
Texas 100: 239.2 
Georgia 764 280.4 
California f 
Delaware 
Michigan y 204 


Average, United States x 148.) 


State | 
2 
8 
4 
2 
2 4] S4.7 103.6 27 .5 24.0 155.1 
5 1 O} 135.9) 211.7 
7} (135.8) 280.4 
7 4 3 135.8) 250.3 
7 83.8) 22601 
‘ 6 5 S 67.9 171.6 
SOOO 284.6 
2 1 3 19.7) 307.4 
135 1,700.5 IS7.5 
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Virginia and Kentueky were exceptions in the South, however. Both lagged 
in membership growth, but exeeeded the average relative growth in employment. 
The membership lag in Virginia can be attributed to the limited gains made 
in the state’s important chemical, textile and apparel manufacturing industries. 
In Kentucky, union growth fell behind beeause of a decline in coal mining 
employment coupled with the apparent resurgence of non-union mining opera- 
tions, 

If the experience of union growth is Texas can be generalized for the South, 
it would appear that much of the growth in southern membership occurred in 
new establishments, often branches of unionized firms located in other sections 
of the country.® Such firms in textiles and apparel manufacturing were signifi- 
cant exeeptions, however. Not only are many establishments in these industries 
new in the South but evidently they also belong to parent companies which 
are unionized in the North. It would therefore seem that “susceptibility” to 
unionism varies not only between industries, but within regions. 

Most of the inerease in southern membership was captured by AFL affiliates, 
and indeed, the AFL was in an even more dominating position in the South 
than in the rest of the country, as shown by the following tabulation. 

1939 1953 


us* South 
per cent) 


AFL i 
28.0 2 23.6 
Independent 13.2 , 12.0 

Total 100.0 100.0 


* ixeludes twelve southern states 


In part, the smaller CLO membership in the South compared to its share 
in the rest of the country refleets the absence of large-seale employers in the 
South such as eharacterize the ClO-organized auto and steel industries in 
the North. To what extent the CLO figures in the South also refleet the status 
of industrial as contrasted to eraft unionism in southern industries is uncertain, 
sinee the distinction between the eraft and industrial form of organization 
has been blurred in so many AFL unions. That conflicting jurisdictional claims 
and the issue of eraft versus industrial unionism will play « role in future 
attempts to organize southern workers is evident, however? 

Affiliates of the AFL exeeeded the membership of the CLO or Independent 
unions in cleven of the twelve southern states in 1939 and all twelve by 1953. 
The dis-affiliation of the United Mine Workers from the CIO in 1942 accounts 
for the change in Kentucky. 

Despite its rapid increase between 19389 and 1953, the southern proportion 
of total American membership increased Jess than 1.5 per cent and much of 
this was accounted for by Texas. In 1939 the South had 9.1 and in 1953, 10.5 
per cent of the total in the United States. Measured in this way, southern 
trade unionism ean be described as slowly catching up to national developments. 


"Frederic Meyers, op. crt, pp. 6 and 7. 
"New York Times, January 28, 1957 
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TABLE 2 


GROWTH IN MEMBERSHIP, SELECTED UNIONS, 1939-1953 


(thousands) 


Union 


Tennessee 

Virginia 

South 
Carolina 


Automobile Workers 
Carpenters 
Communication 
Workers 
Electrical Workers 
Machinists 
Maintenance of Way 
Plumbers 
Railway Clerks 
Steelworkers 
Teamsters 


te 


~ 


Increase, above un- 3 56.3 28.036.3 44 7 4s 


lons 


| | | | 
Total increase 3 104.487.770.492.3 100.198.0581 42.957.037.5 
| | 
| | | 
Per cent above unions 5 53.931.951.648.4) 48.031.937.949 241.1 25.5 
of total increase | | 


| 


Little more than half the national inerease in union membership from 1939 
to 1953 was claimed by 9 of the approximately 200 national and international 
unions in the United States. These nine organizations were the Automobile 
Workers, Steelworkers, Teamsters, Machinists, Carpenters, Electrical Workers 
(AFL), Hod Carriers, Hotel, Restaurant and Bartender Employees, and the 
Ladies Garment Workers. The concentration of growth in southern member- 
ship was less pronounced and a number of unions that registered large gains 
nationally were not as successful in the South (Table 2). 

To a degree, this may be accounted for by the localization of industry and 
the history of individual unions. For example, in Michigan the largest center 
of automobile manufacturing, the rise of the Automobile Workers accounted 
for almost 60 per cent of the total increase in the state. Similarly, in the South, 
unions in industries localized in one or two states were not included in Table 
2, although they rolled-up larger gains than a number of those reported, Ex- 
amples are the Oil Workers in Texas, the Tobacco Workers in North Carolina 
and Virginia, the Distillery Workers in Kentucky, the Gas, Coke and Chemical 
Workers and the Rubber Workers in Tennessee. 

Table 2 also indicates that some industries undergoing rapid unionization 
nationally were also penetrated in the South. This was notably true in metals 
manufaeturing, telephone communication, rail transportation and building con- 
struction. 

Significant exceptions were road transportation, textiles manufacturing and 


40.7 19. 
79.0, 18 
76.8 22. 
59.7 11 
66.3 21 
22.3; 5 
34.3 12 
40.2 7 
69.9 14 

15.1) 3 1.8 1.8) .9 2.5) .6| .3 

| | 
| — 
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TABLE 3 
MEMBERSHIP OF UNIONS IN APPAREL AND TEXTILE MANUFACTURING, 
SELECTING STATES, 1939 aNv 1953 


(thousands) 


North Caro- | South Caro- 


Texas Virginia seorgia 


Union 


way 5 19 1953 1939 1953 1939 1953 


Clothing Workers 

Garment Workers, Ladies 

Hosiery Workers 

Textile Workers (AFL) 

Textile Workers (CIO) 1.5) 1 


“In 1939, « part of the Textile Workers Organizing Committee (CIO). 


apparel manufaeturing. The principal union organizing road transportation, the 
‘Teamsters, ranked third in growth nationally, gaining 700 thousand members, 
yet of that number only 15 thousand were located in the South. Similarly the 
unions in textiles and apparel also made large nationwide gains, but failed 
to aequire an appreciable membership in the South (Table 3). 


of Organization 


Another measure of union organizing suecess, one that permits comparisons 
of union strength between states of different size and location, is the percentage 
of nonagricultural employees unionized. During the period 1939-1953, both 
union membership and nonagricultural employment in the United States in- 
creased, but membership rose so much more rapidly, that the percentage of 
wage and salaried employees organized was lifted from 21.5 per cent in 1939 
to $2.6 per cent in 1953. Union strength, measured in this way, also grew in 
all states, including the South (Table 4). Southern states lagged behind the 
average increase for the country, however. On this basis, the South fell behind 
rather than eaught-up with national developments. If the rate of inerease in 


the pereentage of employees unionized is considered, on the other hand, the 
South was indeed ecatehing-up with national developments. Using Pearson’s 
coefficient: of variation, relative dispersion about the mean for the country 
declined between 1939 and 1953, although the range between the most union- 
ized and least unionized states widened.* In both years, the least organized 
state in the Union was in the South. In 1989 it was South Carolina and in 1953, 
its neighbor, North Carolina. 


"Measured by Pearson's coefficient of relative dispersion, variation about the mean de- 
clined from 37.8 per cent in 1939 to 30.8 per cent in 1953. The range in extent of nonagricul- 
tural wage and salaried employment organized by state extended from 41.7 per cent in West 
Virginia to 40 per cent in South Carolina in 1939, and 53.3 per cent in Washington to 83 
per cent in North Carolina in 1953 


412 
1949 1953 
9/23] 3] —| . 
3.0 5 
1} 1.3 | 3.4) 3.4) 7.3) 1.2) 6.3 
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TABLE 4 
EXTENT OF UNION ORGANIZATION OF NONAGRICULTURAL 
EMPLOYMENT IN TWELVE SOUTHERN STATES, 
1939 AND 1953 
(Per Cent) 
| 


Increase in Per 
Cent Organized, 
1949-1954 


Kentucky 

Alabama 

‘Tennessee | 


on 


Arkansas 


Louisiana 
Virginia 

Texas 

Florida 
Georgia 
Mississippi 
South Carolina 
North Carolina 


te 


Average, Twelve States 
Average, United States 


Hypothetical Standards of Union Growth 


The actual record of union growth in the South has shown the region moved 
with the country as a whole in the years 1939-1953, and even pereeptibly 
increased its share of total membership in the nation in that period. The same 
conclusion is indicated by using our hypothetical figures of state membership 
(Table 5).® As the table reveals, actual membership constituted approximately 
55 per cent of the hypothetical in 1939 and 58 per cent in 1953. 

Nine states closed part of the gap between actual and hypothetical member- 
ship, but Tennessee, Kentucky, and Virginia inereased the margin (Table 5). 
The most notable advances were made by Georgia, Louisiana, Arkansas, and 
Mississippi. 

Thus far, most of the available evidence has demonstrated a synchronous 


*The hypothetical figures of union membership were computed as follows: 

Let } Actual membership, given state 

Y, Hypothetical membership, given state 

a Percentage of employment organized nationally, by industry 

X State employment 
Then 

= &X; + --: + 4X, 

But, for all states and the District of Columbia, 


| 

2.5 
7.3 
99 
| 2.8 17.4 | 46 
10.3 | 16.7 64 
11.3 16.0 49 
65 | 147 8.2 
4.0 43 5.3 
| 4.2 | 8.3 41 

| | 
mo | 62 
21.5 32.6 1 
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TABLE 5 
ACTUAL AND HYPOTHETICAL UNION MEMBERSHIP IN TWELVE 
SOUTHERN STATES, 1939 aNv 1953 
(thousands) 


1939 


Per 
| Cent, 
Actual Differ Actual Actual Hypothet 
Total ence ! Total ical Total 


Texas 

‘Tennessee 

Alabama 

Virginia 103.: 
Kentucky 3.2 60 

Florida 45.6 31.9 5 45 
126 
Louisiana 76 
North Carolina 
Arkansas | 2 38.5) 10 
Mississippi ‘ 42. 
South Carolina 106.2 


Georgia 


Total or Average 192.0 2,016.6 1,246.4 


behavior in southern and national unionism, Can it therefore be argued that 
the small membership and low degree of union organization in the South are 
due more to the South’s status as an “under-developed” area than location? 
Data challenging this hypothesis, the retarded growth of unionism in southern 
textiles, apparel and road transportation, have already been indicated. The 
next step would be a comparison of employment organized by state and in- 
dustry, but due to the nature of the membership data, such a test was not 
possible. Henee, the problem was approached by indirect means. Before turn- 
ing to these data however, let us first examine unionism in textile manufactur- 
ing, where some details are available. 

The New England states were about as low in organization as southern 
states in 1939, but, in contrast to the states of the South, registered greater 
than average gains in unionization between 1939 and 19532 (Chart 1.) One 
of the most important reasons for the disparity in growth was the extensive 
unionization of textiles in New England, but not in the South; and in the South, 
textiles are an even larger source of employment. Using the membership of the 
principal textile unions, the percentage of textile wage and salaried employees 
organized ranged from about 60 in Massachusetts to 3 in Georgia in 1953. For 
North and South Carolina, the estimates were 6 and 7 per cent, respectively. 

If the hypothetical figures of union membership are reduced to percentages 


"Vermont was the sole exception. 
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1953 
Per 
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pothet pothet- 
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73.1 

82.3 

71.9 

58.9 

51.9 

63.9 

30.2 

87.1 

5401 

31.9 
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Average, U.S. 
1934 
T 


-1453 (per cent) 


Average increase, 


crease in organization, 1939 


In 


ap 
atent of organization, 
Cuart 1 
Growth of Union Organization in Selected States, 1989-1953 


of nonagricultural employment in 1939 and 1953 (Table 6), they show that 
each southern state could have supported a higher incidence of organization 
than actually prevailed in beth years (Table 4). These results do not suggest 
southern states could have been as unionized as the average for the United 
States; as the table shows, only Kentucky, in both years, and Texas, in 1939, 
had an oecupation-nux which could have yielded so high a degree of organiza- 
tion. The figures do indicate, however, that the South had an industrial strueture 


capable of supporting a greater degree of unionism than existed in both 1939 
and 1953. 

Hence, it follows that the low incidence of union organization in the South 
appears to be due more to historical and institutional factors than to the state 
of southern industrial development. While secular movements in the ebb and 


flow of trade unionism have embraced the South, the region has resisted ex- 
tensive unionization of its wage earners. 

The evidence would have been even more convincing if, in computing 
the national averages of industry unionization (which were then weighted by 
the comparable state employment), the South eould have been eliminated, 
This method would have yielded a much higher incidence of industry organi- 
zation in the balance of the country and weighting these results by southern 
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6 
HYPOTHETICAL EXTENT OF UNION ORGANIZATION OF NONAGRICULTURAL EMPLOYMENT 
IN TWELVE SOUTHERN STATES, 1939 aNvo 1955 
(Per Cent) 
State 
Kentucky 


‘Texas 


~ 


Pennessee 


= 
— t 


te 


Louisiana 
Alabarnin 
South Carolina 
Virginia 
Georgia 
Florida 

North Carolina 
Mississippl 
Arkansas 


Average, Twelve States 
Average, United States 21.5 


employment, the hypothetical estimates of southern merbership and incidence 
of unionization would have also been higher. In turn, the difference between 
actual and hypothetical membership would have been greater. 

One further observation to be made on the relationship of union growth 
and industrial development is to point out that nearly thirty years ago Broadus 
and George Mitchell attributed the absence of union organization in southern 
industries, particularly cotton textiles, to “the newness of industrialism in the 
South.’ |! It is doubtful, at least to this writer, that this alone ean still aecount 
for the low ineidence of union organization in the South. 

Some Factors in Southern Unionism 

Some factors that have shaped the growth of unionism in the South have 
doubtless persisted through the years, although changing in their importance, 
while others are of more recent origin.'? Whether they are adverse or favorable, 
it is well to start with the premise that “no seetion of the country ean lay 
exelusive elaim to good or bad (labor-management) relations.) 

In the task of organizing the unorganized in the South, some of the principal 
barriers appear to be state and loeal law, employer opposition, an abundant 


labor supply and racial problems. Among the forees favorable to unionism in 
the South are Pederal labor legislation, a powerful national trade union move- 


ment and the continued growth of employment opportunities. 


"George Sand Broadus Mitchell, “Cotton Mill Labor,” Chapter 18 in J. B.S. Hardman, 
ed, Amencan Labor Dynamus (New York: Harcourt Brace and Co., 1928), pp. 209-210 
For example, see Schwenning, “Prospects of Southern Textile Unionism.”” Journal 
of Political Reonomy, December 1931, pp. 783-810; Douty, op. cit, pp. 580-582 
"Labor Management Relations in the Southern Textile Industry, Report of the Sub- 
committee on Labor-Management Relations, Committee Print, US) Senate Committee on 
Labor and Public Welfare, S2nd Cong, 2d sess. (Washington, 1952), p. 1 
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None of the southern states has a labor relations law similar to the National 
Labor Relations Act or the Labor-Management Aet. In the absence of such 
legislation and despite the federal labor relations aet, courts of loeal jurisdic- 
tion’? are becoming the formulators of government labor policy in the South 
through the labor injunction.’ It must he emphasized, however, that it would 
be “nusleading to generalize about the South as a homogeneous region with 
respect to injunetion activity.”'® Not only is this qualification applicable with 
respect to states, but also as between cities, and urban compared to non- 
urban areas. 

For recent years, the total volume of injunetion aetivity in the South is 
unknown, but a thorough survey in Birmingham, Alabama about 1950 indieated 
a ratio of unreported to reported cases of 7: 1.17 Whatever the number of cases, 
available evidence shows a rise in injunction activity in the South during the 
post-World War years (1946-1950) compared to the prewar and war years 

Where unionism is weak, as in the South, use ef the labor injunetion can 
be crucial in resolving a representation dispute regardless of the total volume 
of injunction activity. A speeial study of 50 eases revealed that when imjune- 
tions were issued in disputes arising from new organization and where the 
union Was already established, the union failed to gain or maintain its status 
ina majority of the disputes!’ Although causality cannot be attributed selely 
to the injunetion, yet if these findings are compared with those of a similar 
study in the Los Angeles area, where unions are strongly entrenched and the 
labor injunction frequently used, the injunetion’s effectiveness im industries 
and areas where unionism is weak becomes evident. In the Los Angeles area, 


Injunctions are still frequently obtaimed...as one means of helping to settle labor 
disputes, though whether the courts play as prominent a role in labor disputes as they 
did fifteen or twenty vears ago (prior to 1950) is doubtful....The labor mjuneticgns of 
today do not, in most instances, have the enppling effect of the injunctions of the twenties 
and early thirties. This is particularly true with respect to industries organized by strong 


“Of the southern states, only Louisiana, as of 1950, had a “little” Norris-Laguardia Act. 
“The Labor Injunction in the Southeastern States—PFinal Report,” in State Court Injune- 
trons, Report of the Subcommittee on Labor-Management Relations, US. Senate Committee 
on Labor and Public Welfare, 82nd Cong., Ist sess, S. Doe. 7 (Washington, 1951), p. 95 

* Compare this with the situation in Wisconsin where a special board exists for the pre- 
vention of unfair labor practices. In Wisconsin it is possible to get an injunction in state 
courts but there is little resort to the courts because (1) Aets enjomable by a court are 
generally unfair labor practices under the Wisconsin Employment Peace Aet. (2) Judges 
prefer the Wisconsin Employment Relations Board to process disputes, even though the 
law does not make a Board order the exclusive remedy. (3) There is no time advantage in 
going to the court. “Labor Injunction in Eight Midwestern States, 1933-50," ibid, pp. 13 and 

"“The Labor Injunction in the Southeastern States—Final Report,” p. 105 

* Edward J. Kilberg, The Labor Injunction in the Southeastern States (Master's Thesis, 
Duke University 1951), p. 69. 

Thid., pp. 73 and 74 

Tind., p. 132. 
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unions. Goods cannot be manufactured with court orders, and if the men are solidly 
belund the umon, it will not be too seriously hampered by court action.” 


The onus of most southern labor injunetions studied fell upon textile unions, 
chiefly in non-urban areas.“! Next was trucking and warehousing.** Since both 
industries lagged markedly in union growth in the South compared to other 
sections of the country between 1939 and 1953, as previously noted, it is doubt- 
ful that that the small growth of unionism and the high ineidence of injunctions 
in these industries can be mere coincidence. 

To place the role of the labor injunction and southern anti-union labor 
legislation in perspective, one must also consider the attitude of southern com- 
munities and employers. In the view of a senatorial study of labor-management 
relations in southern textiles, federal law guaranteeing the right of self-organiza- 
tion free of interference was frequently denied workers by “citizens” groups 
in “closed” communities and this was “inimical to industrial peace.”** Because 
of their insulation, the report continued, such groups could not be reached by 
the federal labor reations law.** 

Commenting on this declaration in a minority report, Senator Taft wrote: 


It is certainly understandable that in some communities public sentiment is very much 
opposed to umons, and there seems to be no reason why such pubhe sentiment should 
be restramed from affecting the employees who are citizens of that community and likely 
to share in its general public sentiment.” 


Changes in the Wagner Act have apparently made it more difficult to es- 


tablish employer responsibility for acts of “citizens” groups interfering with 
workers’ right of self-organization,“* but to aseribe community opposition only 
to employer instigation probably overlooks some basic realities. For example, 
frequently one or two establishments are the major employers in a small com- 
munity and may even have migrated there in order to eseape unionization 
elsewhere in the country. Afraid lest the company may shift its plant again 
if faced with the possibility of organization, such a community may become 


actively hostile to unions. 

The linking of trade unionism with communism and corruption, justified or 
not, is probably another important reason for hostility to unions in “elosed” 
communities, 

Employer oposition to collective bargaining through trade unions doubtless 
constitutes the most serious obstacle to the advanee of union organization. 
Beeause a detailed examination of this faetor would streteh the scope of the 


”©The Use of Injunetions in Labor Disputes in Los Angeles Ceunty,” State Court In- 
junctions, pp. 56-57 

Edward J. Kilberg, op. pp. 75-77. 

™Thud., p. 76 

* Labor-Management Relations in the Southern Textile Industry, p68 

p. 68 

*Tind., p. 71 

“Tind, p. 49 


GROWTH OF UNION MEMBERSHIP IN THE souTH, 1939-1953 


TABLE 7 
RESULTS OF NLRB REPRESENTATION ELECTIONS, SOUTH AND UNITED STATES, 
1946-1955 

(Per Cent) 

Eligible Voting Votes Cast Against Unions 
Year South us* South 
1946 $2.2 &2.6 
1047 SO 
1948 S6 
1049 
1950 


1951 
1952 
1953 
1954 
1955 


Average 86.6 


“Excludes twelve southern states. 
Source: Annual reports of the National Labor Relations Board. 


paper, suffice it to note what was said on this issue by the majority report of 
the senatorial study on labor relations in southern textiles: 


The inescapable conclusion to be drawn from the subcommiuttee’s studies of labor- 
management relations in the southern textile industry is that for all practical purposes self- 
organization and collective bargaiming are steadily losing ground. The retreat of union 
organization is being compelled by employer campaigns on an area wide front) Much 
of this campaign is being conducted in violation of the Labor-Management Relations Act 
and the National Labor Relations Board appears powerless to cope with the situation” 


The minority report viewed the subcommittee’s study as an attack on the 
Labor-Management Aet of 1947 inspired by the Textile Workers——C1O beeause 
of its failure to organize southern textile workers.** 

Whatever criticisms there may be of the Labor-Management Aet of 1947 
and of delays in administering the law,** it still guarantees workers the right 
of self-organization free of employer interference, restraint or coercion and 
provides a peaceful, powerful method for determining workers’ wishes with 
respect to representation, Few unions, however strong, eschew the law's pro- 
tection, 

Statisties of representation election conducted by the National Labor Re- 
lations Board permit one measure of the allegation that southern workers simply 
do not desire union representation. As Table 7 shows, for the decade ending 
in 1955, an average of two-thirds of southern workers voted for union repre- 
sentation. It is also evident, however, that rejection of union representation 


* Thid., p. 64. 


* Jind, p. 71. 
* Tind., pp. 25-28, 37-38, 63-69. 
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was greater in the South than in the balance of the country. In a few states 
the vote against unions has at times execeded the vote in favor of unions.*” 
A unified trade union center and numerous strong national unions with 
membership dispersed throughout all nonagricultural industries can provide an 
experrenced cadre of union organizers and a solid base for mounting continuous 
organizational drives on southern industries. Whether these will be massive 


assaults on the major centers of non-union employment, or strategically seleeted 


firms and loealities remains to be seen. Behind such an apearance of power 
however, le certain weaknesses such as divided jurisdiction, conflicting Juris- 
dictional claims, and the rising issue of corruption. 

What union membership may be anticipated in the South? One possible 
measure would be the difference between actual membership and nonagr.cultural 
employment; but sueh a potential is unrealistic. A more reasonable standard 
is suggested by Table 5. Given the national percentages of industry organiza- 
tion and composition of southern employment in 1953, total southern member- 
ship could be increased by almost three-fourths, or about one and a quarter 
million above the level prevailing in that year. 

Highest on the union list for organization will probably be manufacturing 
industmes. Textiles is foremost. Others are apparel, furniture and = lumber. 
Among the non-manufacturing industries, road transportation looms the most 
likely. In the nationaly unorganized service and publie service industries, 
unionization in the South as well as in the nation has barely started and neither 
is likely to become unionized in the foreseeable future, 

” North Carolina in 1949, 1951, 1952, 1954, 1955 and in Georgia and Alabama im 1955. 
From the annual reports of the National Labor Relation Board 


NATIONALIZATION, UNION STRUCTURES, AND WAGES POLICY 
IN THE BRITISH COAL MINING INDUSTRY* 
PREDERIC MEYERS 
The University of Ts Tus 
1957 marked the tenth anniversity of nationalization of the British Coal 


Mines. As is customary, a variety of assessinents have been made of the fail- 
ures and achievements of the ten years—and it must be said that in terms of 


production, investment, rationalization, and similar objectives, the record is 
so good that no one suggests the industry be denationalized as Was done with 


steel and portions of road transport. 

Nationalization was intended to and did have an effect on labor-management 
relations in the industry. Assessments of these vary widely. David MeCord 
Wright. has said: “The record of the United Kingdom mining unions in sabotag- 
ing production smells to high heaven--even when their acts were imperilling the 
Whole socialist’ experiment—to say nothing of their country”! On the other 
hand, the National Coal Board itself observed: 


The nation has good eause to be proud of the men who work in British Coal The 
fleEability of the British miner and his adaptability have made possible the use of new 
and mechanised methods, with their corresponding inereases in output. In an industry 
whose environment and traditions have always tended toward compleated Libor rela- 
tions, large parts of the eoulfields are nevertheless strike-free, and have been over the ten 
years” 


An assessment of the success of nationalization on even so limited an area ts 
labor relations is beyond the seope of this paper. But nationalization has had 
considerable impact on the wage-making process of the industry. One limited as- 
pect of this impact is here considered. 

The subject of this paper is the effect of nationalization on the strueture of 
unionism in the coal mining industry. [tis generally accepted that the institution 
of collective bargaiming, and the polley-making funetion of unions are appro- 
priate subjeets for the investigations of economists. But union wage policy and 
its effects on particular wages are functions of union structure, and the level of 
authority at which effeetive decisions are made. Responsiveness to eraft or 

* For general discussions of labor relations in the British coal mining mdustry under na- 
hionahzation, see: George Bo Baldwin, Beyond Nationalization:.The Labor Problems of 
British Coal, Cambridge, Harvard University Press, 1955; also So K. Saxena, Nationalsa- 
tion and Industral Conflut: Example of Bratish Coal-Miung, The Hague, Martinus Niy- 
hoff, 1955. For another discussion of the umpact of nationalization on the National Union of 
Mineworkers, see: George B. Baldwin, “The Effects of Nationalization on Britain's Na- 
tional Union of Mineworkers,” Proceedings, Industrial Relations Research Assocmtron, 1952 

David MeCord Wright, “American Capitalism in the Cold War,” Georgia Business, Dee 
1955, p. 3 

* National Coal Board, British Coal: the Rebirth of an Industry, London, National Coal 

Board, 1957 
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regional interests, the seope of possible employment or membership effects, or- 
bits of comparison, virtually all of the considerations influencing the decision 
maker vary both obviously and subtly with the breadth of his constituency and 
responsibility, 

This is the economic relevance of a study of forces influencing unions struc- 
ture. Nationalization has, directly and indirectly, influenced the structure of 
British coal mining unions. It has done so principally by reason of two aspects 
of nationalization. One, nationalization as a centralization of managerial au- 
thority, ean be considered apart from social ownership per se. It is quite possible 
that centralization under private ownership would have, or might in other cases 
have, similar implications for union structure. As to this aspect of nationaliza- 
tion, the industry might be regarded as a case relevant to the effeet of centraliza- 
tion regardless of property formes. 

The other facet of nationalization here to be considered is dependent upon the 
change in ownership; it is the altered terms of managerial responsibility. The 
effeets of this shift in managerial criteria are subtle and at the same time eumu- 
lative. As will be indieated, one expression of the altered terms of managerial 
responsibility is in managerial wages policy. This in turn, both direetly and 
through indirect effeets on union distribution of authority, reacts to place union 
wage policy in an altered framework. Its relevance is peculiar to the analysis of 
wage-making in nationalized industry, and is treated here from the point of 
view of its effeet on the distribution of union authority. In the mixed economies 
of western Europe, wages in nationalized industries react on the whole wage 
structure and need to be better understood. It is hoped that some contribution 
is made to this understanding. 


NATIONALIZATION AS A REORGANIZATION OF MANAGERIAL AUTHORITY 


Nationalization almost inevitably implies a greater degree of centralization of 
managenal control than is likely to have existed under private ownership. This 
was certainly the case in the British coal mining industry. The British industry 
included about 1500 pits under many owners, from large combines to companies 
operating only a single pit. Each unit of control had legal managerial autonomy. 
For purposes of collective bargaining, certain of this authority was typically 
delegated to 21 regional Owners’ Associations. Since 1921, the principal union 
of colliery workers, the National Union of Mineworkers, formerly (until 1944) 
the Miners’ Federation of Great Britain, had attempted to induce or coerce the 
owners to centralize authority for at least certain key decisions in collective 
bargaming at the national level. From 1926 until the wartime period, this effort 
was largely unsuccessful. During the War, greater national centralization was 
achieved. But during most of the history of bargaining, managerial authority 
rested in associations of coal owners in limited geographical areas, typically 
though not universally counties, modified sometimes by the logic of geology. 
Nationalization resulted in the creation of a central national authority with 
power to make national decisions, or, if it chose, to delegate all or a portion of 


"A “Jomt National Negotiating Committee” was finally established in 1943 
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that authority to subsidiary organizations of its own creation, It would have 
been logically and legally possible for the National Coal Board to establish a 
managerial structure which would have left even larger areas of autonomy than 
it did at lower levels of the hierarchy—in the subordinate Divisions, Areas, or 
at the pit. But the ereation of central ownership meant that decentralization of 
authority required delegation of power downward; while centralization under 
multiple ownership required delegation of power upward. Inevitably, more de- 
cisions were taken at the top than under the old ownership pattern.‘ 

The creation of a permanent national managerial authority, then, resulted in 
much greater concentration of power than was the ease under private owner- 
ship. This was, in fact, one of the intended effects of nationalization. But fur- 
ther, the fact of creation of «a formal central managerial authority stimulated 
the Union to further pressures to centralize managerial decisions at the top. 
In turn, changes in the distribution of managerial authority created pressures 
to redistribute authority in the union. 

This tendency toward centralization of authority was perhaps less pro- 
nounced in respeet to labor relations than in many other areas of decision-mak- 
ing, &g., investment or development decisions, and pricing policies. But such 
tendency as there was to centralize labor relations poliey created a need for 
more effective centralization of union authority. 

Pressures toward such reorganization of union authority did not first come 
with nationalization. In fact, the major union in the industry was transformed, 
at least constitutionally, from a loose federation of Associations, organized on 
a coal field or county basis, into a truly national union in 1944, before nationali- 
zation. But this accomplishment came in the face of strong resistance to cen- 
tralization other than formal.° Contributing factors were, no doubt, the degree 
of centralized decision-making consequent upon wartime wage regulation, and 
anticipation of nationalization.® 

Centralization took two forms in the coal mining labor movement. One was 
the shifting upward of power within unions; the other was a tendency toward 
consolidation and merger of unions. 


A. Shifting Upward of Power in the Union 
As to the shifting upward of power within the unions, the best example can 
be taken from the dominant union in the industry, the National Union of Mine- 


‘Por a discussion of the issues in managerial organization in the see: National 
Coal Board, Report of the Advisory Committees on Organwation, London, NCB, Feb. 
1955, better known as the “Fleck Report” from the name of the Committee Chairman 

“See, for example, position of Nottingham and Yorkshire Areas referred to in footnote 
Is, below, 

“see, for example, Cureular of the Natwnal Union of Mineworkers, dated September 15, 
1944, prior to ballot vote on reorganization. In explaming the proposed change, the circular 
sad: “We cannot on the one hand argue that the only real salvation for the coalmining 
industry is to be found in complete control through nationalisation and at the same time 
argue that the present form of organisation should be retained, leaving each distret to do 
as it pleases, irrespective of the effect of any such action that may be taken on the work- 
men in other coalfields....War conditions, however, have forced the owners and the Gov- 
ernment to recognise the absolute necessity of national negotiations 
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workers. The tradition had long existed for the old Miners’ Federation of Great 
Britain to formulate broad bargaining policy for the future. From time to time 
strenuous concentrated efforts were made to enforee a national bargaining de- 
mand these were the issues in the great strikes of 1921 and 1926, Yet there 
always existed within the union interests devoted to preservation of the highest 
degree of distriet autonomy. Given great employer resistance to national bar- 
gaining, even over minimum wages, only exceptional eireumstances, such as 
war, brought about any national determination. Even during the-War, the scope 
of national decisions was largely limited to the then revolutionary establishment 


of a national industry minimum wage? 
Since nationalization, the seope of nationally made decisions as to labor 
poliey have broadened considerably, Not only national minimums, but holidays 


and vaeation periods and a host of other allowances have been determined na- 
tionally and uniformly. Perhaps the most spectacular achievement was the na- 
tional rationalization of job elassifieations and wages for day wage and weekly 
paid staffs. Centralized managerial authority lent itself readily to these kinds of 
uniformity, Not only was there union pressure toward uniformity and cen- 
tralization, but from a eentral authority point of view, the diversities made no 
sense, though they may have had meaning in the context of local tradition. 

Given a national managerial authority eager and willing to assume responsi- 
bility for negotiating these matters, the Union had at least formally to endow 
some central union authority with negotiating power. 

The national negotiating body for the union has been the National Exceutive 
Committee of NUM, a body which, pre-War, had little bargaining funetion. 
Under the Rules of N-ULM., three er-officro members of the National Executive, 
the President, Viee-President and Secretary of the Unies are eleeted by the 
annual delegate conference. All other members are designated by the Areas,” 
with Ares representation in rough proportion to membership. In 1957, in addi- 
tion to the three national officers, there were 29 members of the Exeeutive, rep- 
resenting 19 Areas.” Seventeen of the 19 Areas were represented on the Executive 
by either their Area President, their Area Seeretary, or both! Of the 29 repre- 
sentatives, 25 were either President or Secretary of their Area, or fulltime eleeted 
Miners Agent. Thus, the Executive was dominated by powerful politieal figures 
in the constituent organizations. Deeisions of the national union are taken by 
the Executive as a whole, and ean be said to represent compromise and inter- 


See “Report of Board of Investigation into the Tmmediate Wages Issue im the Coal 
Mining Industry,” PLM Jane, 1942, the so-called “Greene Recommendations.” Also the 
Awards of the National Reference Tribunal under the chamrmanship of Lord Porter, es- 
peemlly the “Pourth Porter Award.” 

“Tn two cases, stall areas are grouped for purposes of representation 

“Tneluding as Areas the national group of cokemen, two consolidated areas, two areas 
of craftsmen, and two areas of power workers having thei basie membership in other unions 
This last pecuhar arrangement will be liter referred to. Tt should be noted that, exeept for 
some consolidation, the NOU LM. areas are the traditional ones, and little has been done to 
conform them to NC OB. admimnistratve units 

This inclides the two eraftsmen’s groups represented by secretanes of constituent asso- 

ations in the Group, which as a grouping of old regional craft: unions 


NATIONALIZATION, UNION STRUCTURES, AND WAGE POLICY 425 


play of fairly autonomous power groups, rather than the imposition of a decision 


taken from a national view by a unified national organization. The decision is 
national in the sense that it is binding on the Union as a whole, rather than as 
function of powerful central leadership.” 

Some qualification should be added to this. In interviews with beth union 
and NCB sources, the comment was made that the present General Seeretary 
of the Union, Mr) Arthur Horner, is an extremely skilled negotiator, and, as 
such, plays a role of real national leadership. Mr. W. ke. Jones, the President, 
also distinguishes himself as a negotiator. In another sense, both Mr. Horner 
and Mr. Jones act as real leaders. Mr. Horner is a Communist, Mr. Jones a 
moderate socialist member of the Labour Party. Where political questions in- 
trude themselves, each guides his faction on the lxecutive. Furthermore, the 
extreme left, led by Mr. Hlorner, has been more aggressive in pressing the eco- 
nomie demands of the Union, while the moderates, led by Mr. Jones, have been 
more Willing to account for the possible economic impact of their positions on 
the industry and the economy. In this sense, they both have played roles as 
national leaders. 

Yet the resolutions of the issues depend upon votes, frequently closely divided, 
In Which the members act essentially as Area rather than national leaders. In 
contrast to the pre-War situation of virtual bargaiming autonomy in the Areas, 
nationalization has meant, with respeet to colleetive bargaining matters dealt 
with at the national level, the imposition of the willof Area leadership in shitt- 
ing Areas representing a majority of membership on the will of Area leadership 
in Areas representing a minority. It has not yet meant real centralization of 
power mn the national union as an institution, 

The significance of this change should not be understated. With respeet to 
day wage and weekly paid workers, substantial wage differences have largely 
been ironed out; and Area leaders in the traditionally high wage Areas have 
loyally accepted and even worked toward these decisions, even though it meant 
an effeetive wage standstill for many of their members for several years. But in 
the 1957 wage settlement, the basie principle of the original agreement of 1955, 
that personal rates above the nationally agreed standards should remain fixed 
until the national standards eaught up, was broken and some increases were 
given to all employees, though not to all jobs. This, of course, reflected the pres- 
sures on Area leaders in the former high wage Areas. These pressures beeame 
effective even though the overwhelmingly dominant politieal groups in the union 
are, occupationally, the pieee-rated colliers, rather than the few day-wage 
workers affected. 

Thus far, there has been little national union control over the most important 
clement in coal mining wages—the piece rate structures. Except for craftsmen 
in the traditional erafts, including winding enginemen, most underground work- 
ers in British mines are paid by the piece. Methods of piece rate payment vary 
immensely—even from pit to pit, and more so from Area to Area and Division 


" Furthermore, the Executive Committee ratifies agreements only after its members have 
received authority from their constituencies ass 
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to Division. For coal face workers, rates may be based on weight, eubie measure, 
or lineal yard cut off the face. For work behind the face, i.e., packing, timbering, 
haulage, ete., a like variety of basic methods of piece rate payment exist. Rates 
may be individual or group. Methods of piece rate payment are largely derived 
from those prevailing under private ownership, and such uniformity of method 
as exists relates largely to mines formerly under common management and 


ownership. 

The almost infinite variety of conditions underground require an equal variety 
of speeifie piece rate determinations, given the method of payment. Seams vary 
in width, coal varies in hardness and thus in difficulty of mining. Roof conditions, 
dust and water, piteh of the seam and frequency of faulting all differ and all 
influence the ease or difficulty with which coal is got. 

These inherent teehnieal difficulties make for decentralization of piece rate 
decisions. Basie price lists have been, and still are, bargained at the individual 
pit,” though bargaining may be done by Area or Division officers on the part of 
the N-CB., and Area officers on the part of N.ULM. But the basie price list is 
only a part of the piece worker's compensation. Allowances are paid from time 
to time for conditions or work not envisaged or accounted for in the basie price 
lists. These allowances are characteristically negotiated between the individual 
worker or team of workers and the colliery manager. Not infrequently they are 
neyotiated after the work has been completed, sometimes by as much as two 
weeks. The worker will have worked with some sort of understanding with the 
underground foretnan that an allowance will be paid. He will not know its 
amount until he receives his pay, and the method of payment leaves him always 
at least a week behind. If he is dissatisfied, he makes a complaint to the colliery 
manager, who then negeuates it with him.’ In this negotiation he may or may 
not be assisted by a local Branch officer. 

Thus, basic pieee rate deeisions are made at levels not significantly more een- 
tralized than was the ease under private ownership; and allowances are decided 
on largely at the pit level, not uncommonly escaping collective bargaining alto- 
gether. 

National decisions no doubt influence piece rates indirectly in at least two 
ways. First, colliery managers are kept under pressure to keep wage costs within 
predetermined bounds, so that centrally determined policy on the total amount 
of wage costs and its allocation to Divisions, Areas and pits must have consider- 
able influence. Secondly, changes in national guaranteed minimums and in day 
wage rates generate pressures to adjust piece rates to maintain traditional rela- 
tionships. bach round of day wage increases ts followed by a straggling and un- 
even adjustment of piece rates. But no concerted movement to adjust is initiated 
by the national union, or even in all Areas. It should be emphasized that day 
wage settlements, and changes in guarantees do not contractually accord the 
piece worker an automatic adjustment. Sueh automatic adjustments have oc- 
curred in the past. under private ownership and nationalization. In South Wales, 


* There are exceptions to this generalization in some Areas 
“The author has observed this process in several mines—it is important and widespread 
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for example, many of the basie rates date back to before the first World War, 
and current “price lists” are expressed as the then prevailing tonnage rate, plus 


several intervening general changes. But the last sueh general change accom- 
panied the reduction in hours agreement of 1947. 

Thus far, then, centralization of managerial authority has not resulted in 
such centralization of piece rate decisions as to force a redistribution of union 
function in this regard. However, the N.C.B. and NUM. have agreed in prin- 
ciple to the negotiation of a national piece-rate “wages structure.” As yet no 
visible progress has been made; the N.C_B. is engaged in studies preliminary to 
the making of proposals. There is little doubt that a serious effort will be made, 
and that if suceessful it will result in a material transference of power, so far 
as the Union is concerned from Branch and Area to the National Executive. 
Determination of piece rates at national level would have been inconceivable 
under private ownership. But the same qualifications referred to above as to 
the political structure of the Executive would be relevant. After the wage de- 
cision, however, the wage functions of Area and Branch will be administrative. 

It should be noted that the several unions other than N-ULM. operating in the 
industry represent non piece-rate employees, so that effective wage-making, 
insofar as these unions are effective in that regard, has been transferred to the 
national level subsequent to nationalization and consequent upon the negotia- 
tion of national day-wage, weekly paid and salaried worker agreements. 


B. Consolidation and Merger of Unions 


Prior to nationalization, a large number of unions were in the industry, some 
on a national scale, and others on regional seales. The Clerical and Administra- 
tive Workers Union attempted to organize white collar workers on a national 
seale. Certain of the building trades workers unions had membership among the 
relevant crafts im certain areas. The National Association of Colhery Overmen, 
Deputies and Shotfrers organized these lower level operating supervisory em- 
ployvees on a national basis. Mach of the two general unions, the National Union 
of General and Municipal Workers and the Transport and General Workers 
Union, organized workers in the coal mine and coke plant power installations. 
Even after nationalization, a breakaway union, the National Union of Colliery 
Winding Enginemen, consolidated certain old regional eraft unions of winding 
enginemen., The Winding Enginemen have been reabsorbed by N-ULM., but in 
many areas, along with certain other craft groups, have separate local unions 
and are affiliated to national craft areas. The National Association of Clerical 
and Supervisory Staffs, affilated to Transport and General, had some member- 
ship in these grades. A basically regional union of elerical grades had member- 
hsip particularly in the midlands. However, no real competition existed for the 
underground colliers, 

The nationalization statute required the National Coal Board to recognize for 
purposes of collective bargaining and the establishment of “coneiliation” (ice, 
bargaming and grievance handling) machinery, unions appearing to it to repre- 
sent substantial portions of its employees or of any class of employees. 

As to manual workers, although other unions were active in the field, it was 
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apparent that N.ULM. was the overwhelmingly dominant union, and that no 
other union could effectively represent workers on a national seale. Of necessity, 
other unions in the field recognized this and eame to a variety of arrangements 
with N.ULM. The three important building trades eraft unions, the Amalgamated 
Union of Building Trades Workers, the Electrical Trades Union and the Amal- 
gamated Engineering Union each agreed that their members in and around col- 
lieries should become members of N.ULM., though they might retain their eraft 
union menbership. As to bargaining, NUM. was to represent them, although 
it agreed to hold consultations with these unions when wage negotiations were 
contemplated. The National Union of General and Municipal Workers, in re- 
turn for agreement of N.ULM. to withdraw from any privately owned Coke and 
By-Produet plants, agreed that it would cede the right to N-ULM. to represent 
its members in the coal industry and to cease further recruitment in the industry. 
But it was further agreed that a representative of General and Municipal would 
sitas a member of the Board of N.ULM. 

An agreement was reached with Transport and General similar to that with 
General and Munieipal, as concerned power workers members of T. and G., ex- 
cept that Transport and General did not agree to eease recruiting. 

With these agreements, NUM. beeame, in effeet, the exelusive union for 
manual workers. It was then exclusively recognized by N.C.B. for purposes of 
designating the “workers’ side” of the Joint National Neyotiating Committee 
and its subsidiary organizations. In addition, an informal union shop arrange- 
ment and a contractua! voluntary cheek-off exists. It should be noted that for 
these purposes, power workers whose basie membership is in Transport: and 
General or General and Munieipal are regarded as members of N.ULM. 

For underground supervision, in the jobs of overmen, deputies and shotfirers. 
concurrent jurisdiction in some Areas is exereised by NUM. and the National 
Association of Colliery Overmen, Deputies and Shotfirers, and recognition is 
extended both organizations. 

At the outset, four unions held membership among clerical and administrative 
workers N.ULM., the National Association of Colliery Officials and Staffs, the 
Clerieal and Administrative Workers, and the National Association of Clerical 
and Supervisory Staffs of Transport and General. The second named union had 
a regionally restricted membership, and realized its ineffeetiveness in dealing 
on a national seale. It is said to have made bids to both C. and A.W U. and 
N.ULM. for affiliation. It was finally absorbed into as the Colliery 
Officials and Staffs Association and given status as an Area in N.ULM. NLULM., 
then, through CLOLS.A. engaged in an aetive reeruiting campaign in areas where 
it had never had or even elamned substantial elerieal membership. 

NCLB. then recognized three unions for these grades—-N 
Transport and General (N-ACCS.S.), and C. and A.W_U. In the original Nego- 
tiating Committee, with C. and A.W.U. eould have exereised a ma- 
jority vote on the workers’ side. However, Transport and General did not ap- 
parently wish to engage in a dispute with N.ULM., and its representatives 
invariably voted with N.UOM., leaving C. and A.W.U. in a minority. The latter 
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two engaged in active competition, and several disputes were taken to the Trades 


Union Congress on poaching charges. At one stage, the negotiating machinery 
broke up when C. and A.W.U. walked out, and for a period, N.C.B. had to nego- 
tiate separately with each, Finally, new machinery was established on the basis 
of membership counted on the basis of cheek-off authorizations. This gave 
N.U.M. « majority position, merely nominal representation, and 
and A.W.U. about one-third of the workers’ side delegation, While active and 
sometimes bitter competition still exists between the two substantial unions 
organizing colliery White collar workers, one result of nationalization has been 
considerable simplification of union struetures in these grades. 

One interesting consequence of nationalization as concentration of manage- 
ment Was the organization of the British Association of Colliery Managers. This 
organization, registered as a trade union and engaging in true collective bar- 
yaining, represents management employees from colliery undermanagers up to 
Department Heads. Interviews with persons in BLACC OM. established that the 
need for union representation appeared with nationalization when NCLB. be- 
came the sole employer, particularly of certain professions such as mining engi- 
neers for whom no alternative employment existed.!* [t should be noted that a 
union for managers had existed before nationalization, though its membership 
Was limited regionally and negligible even where it was aetive, 


THE TERMS OF MANAGERIAL RESPONSIBILITY 


Centralization of managerial control was one incident to nationalization; 
though it is neither a necessary consequence of nationalization, nor is nationali- 
zation the only device through which sueh centralization ean be aecomplished. 
But changed terms of managerial responsibility and changed eriteria of mana- 
gerial decision making are a necessary consequence of and inseparable trom 
nationalization, These changed terms of responsibility have had more subtle 
effeets on union decision making and distribution of authority. 

The objeets of nationalization may be various and complex. Nationalization 
of British coal mines resulted from pressures from segments of society whieh 
held to a dogmatie belief in nationalization in principle, and from: those who, 
though uncommitted to generalized nationalization, believed that in the speeitie 
case of coal social ownersiip Was the only answer to problems of the industry 
and to the economy consequent upon inadequate performanee of the industry. 

Among the problems peculiar to the industry were, first, the special dependence 
of the British economy on coal. In 1954, 88 of British energy consumption was 
still derived from solid fuels,'? despite inereases in petroleum use. Thus, British 
industry depends unusually on coal both technologically and as a cost factor. 


“An interesting footnote to the organization of BLAM). concerns the Labour Staffs 
Association, a umon of labor officers. It was organized at the instance of Bdwards, 
former official who became Industrial Relations Director, Edwards felt that the 
labor offieers should have no affilation with any union with which they had to deal Conse- 
quently, LSA. was organized so that they might deal with the Board for themselves 

“Organization of Ruropean Reonomie Cooperation, Industral Statutes, Pans, OEE, 
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In addition, coal had traditionally been a major souree of foreign exchange 
through direct exports. As a domestic fuel it is an element in living standards 
and living costs. The industry is a very large employer of labor; and no one in 
the British coalfields forgets the misery attendant upon prolonged unemploy- 
ment in the coal mines. 

Britain, by 1946, had reached almost universal agreement that private owner- 
ship in the industry could not assume the necessary responsibilities. Production 
Was at its lowest point since the 1880's. Investment, modernization and develop- 
ment had virtually ceased in the late '20's. Manpower was inadequate and wages 
and conditions of work insufficient to keep good workers in the mines and at- 
tract youth. Nationalization seemed to most British people to be the only answer. 

The nationalized coal industry, then, became directly responsible for the ae- 
complishment of social goals of high output and price policies direeted toward 
provision of low cost energy. Profit no longer was to be the crucial eriterion of 
decision making. Overall, the Aet of Nationalization directed the N.C.B. to 
manage the industry in such fashion as to break even over long periods. As to 
internal price relationships, the Board was free to use price discriminations, e¢.¢., 
between domestic and industrial fuels, for social purposes. Profits from do- 
mestically produced coal could be and were used to sell at less than cost im- 
ported coal of kinds and qualities not produced in sufficient quantity domesti- 
cally. 

Thus, the management of the British coal industry, no longer responsible to 
profit-seeking owners, but to the Minister of Fuel and Power and ultimately to 
Parliament," attempts directly to serve those social purposes which, most British 
observers feel, were served inadequately under private ownership by the guiding 
“invisible hand.” 

As to labor policy, these terms of responsibility reflect themselves in several 
ways. First, wage costs may be incurred for the primary purpose of maintaining 
and increasing output, with only seeondary consideration to their effect on 
profit. This means not only a greater willingness to maintain high average wages 
in the industry; it means also a willingness to pay high wages in individual pits 
and distriets to keep “uneeonomie” mines in operation. 

Under private ownership, coal mine wages had been related traditionally, 
either direetly or indireetly to price and profit. For many years, wages were tied 
by sliding seales to coal prices. Later and until nationalization, wages were tied, 
distriet by district, to ability to pay through “district ascertainments” of profit- 
ability. Under the latter system, wide wage differences between geologically good 
and bad distriets, and between districts producing for domestic markets and those 
producing for international markets had developed. 

Under national ownership, with profit maximization no longer a significant 
criterion, mines which were individually “not profitable’ were continued in 
operation in order to get coal,'? and those wages paid necessary to retain labor 


* These controls are quite indirect. The Mimster names members of the Board, gives 
general directions on matters of national interest, and approves major investment programs 
"There are limits, of course, to this. Mines have been closed which could have produced 
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in the pit, or in the industry generally, given the principle of greater’ national 
wage uniformity as an objective. 

While recruitment and retention of labor was an element in the willingness 
of the N.C.B. to negotiate significant absolute and relative wage increases for 
workers in the industry, other social criteria were given more weight than was 
the case under private ownership. Greater wage uniformity was sought as a 
social goal, perhaps vaguely related to the ethic of “equal pay for equal work.” 
The principle that socially owned industry owed a social obligation to its em- 
ployees to provide them wii wages consistent with the social view of adequacy 
became relevant to the wage-making process. Enhancing the status of the coal 
miner, both with a view to recruitment and as a principle of social justice in- 
fluences the Board. This latter reflects itself not only in the goal of wage leader- 
ship in the mines, but provision of amenities such as pithead baths, better hous- 
ing, coal community development schemes, ete. 

On the other hand, the price obligations of the Board placed limits on wage 
policies. Absorption of losses on imported coal, indirect subsidies to steel and 
railroads through provision of cheap industrial coal, and the political mmpliea- 
tions of domestic fuel pricing policies meant that revenues of the industry were 
probably less than they might have been under private ownership, given the 
highly unlikely eireumstance that output would have been as great. British coal 
is considerably the cheapest in the western world. 

These terms of responsibility altered the relevant bargaining considerations. 
The first, and perhaps most significant consequence was to make immediately 
obsolete the system of “distriet ascertainments” whieh tied wages, distriet: by 
district, to ability to pay. Insofar as ability to pay remained a eriterion, it was 
on a national basis, and related the total industry wages bill to all elaims on the 
industry, including the socially oriented price policies. 

This had a double impact on the union wage-making process. In the first 
place, it reinforced those tendencies toward centralization of union poliey-mak- 
ing resulting from managerial centralization. The geologieally poor areas, and 
those producing export coal, could exert additional internal pressure toward 
wage uniformity, and subsidy of their Areas from those producing greater reve- 
nues per man-shift. Though there was some resistance from the high wage 
areas,'® the general socialist ethie predominant in the Union, and the speeifie 
ethie of “equal pay for equal work” muted opposition considerably. 
more coal, But individual profitabulity was no longer the key consideration. The eriteron 
becomes, primarily, whether more coal could be obtained in total, by continuing a mune on 
operation, or closing it, considering the transferability of labor and capital equipment on 
place, ete. Furthermore, at an overall zero rate of profit (though interest on funds borrowed 
from the Treasury to compensate former owners had to be paid), more mines could be op- 
erated than at any positive rate of profit, unless, as may have been the ease, prices were 
held below those that otherwise would have prevailed 

"Prior to reorgamzation of the Mineworkers’ Federation of Great Britain, the Notting 
ham Area, one of the relatively profitable and high wage areas, had expressed considerable 
reservations concerning the impaet on it of a national wages agreement. The same was the 
ease in’ Yorkshire. See: Mineworkers’ Federation of Great Britain, Minutes of Eareccutire 
, Oct. 26, 1944 
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Secondly, the social eharter of the nationalized industry made national re- 
sponsibilities relevant at the bargaining table. N.U.M., which had espoused 
nationalization throughout its history, arguing that only thus could the indus- 
try fulfill its responsibilities not only to workers but to society, had to recognize 
the relevanee of these special considerations as well as the more general respon- 
sibility for wages restraint applicable to both publie and private industry. But 
the very nature of these responsibilities requires their assessment and assump- 
tion at the overall industry wage-making level. There simply had to be an 
industry wages policy, rather than, as before, twenty-one district policies. 

The cheerfulness with which these responsibilities have been accepted has 
varied considerably. Perhaps the most vigorous spokesman for their recognition 
has been the General Seeretary in the Durham Area, Mr. Sam Watson, who 
politically adheres to the moderates in the Labour Party. On the other hand, the 
President of the South Wales Area, Mr. Will Paynter, reeently said: 


Nationalisation of eoal mining has therefore been used to provide coal to big in- 
dustry at low priees to enhanee their profit. In addition, it has been exploited by the 
State in meeting finaneiml burdens that legitimately are habilities for Exchequer [re- 
ferring to payment of interest on funds borrowed from the Treasury for investment, 
and on amounts owing to former owners| ... A bad set of employers has been replaced 
by a better set, bat the relationship of master and servant still operates.” 


Mr. Paynter, politically is on the extreme left. That faction in N.ULM. has been 
extremely impatient with what it considers the overindulgence of the Union to 


the above-deseribed responsibilities, and what it regards as the sacrifiee of the 
miners’ interests to those of other groups. This is despite the fact that the great- 
est strength of the left is in Seotland and South Wales, two traditionally low wage 
areas that have benefited most and prospeetively will benefit even more from 
“levelling up” of wages. 

But despite qualifications and resistances here and there, the Union has taken 
cognizance of the altered terms of responsibility and altered managerial eriteria, 
In so doing, sometimes subtle forces have shifted decision-making power toward 
top levels in the union hierarely. 


CONCLUSION 


In addition to its direet effeets on managerial wages policies, only briefly 
adverted to in this paper, nationalization has had and will have indireet effects 
through its impact on the distribution of authority in the coal mining labor 
movement. Centralization of managerial authority reinforeed existing forees 
within the Union toward shifting upward of wage-making power. Internal 
political forees in the Union have impeded this process, but it has proceeded, 
and is likely to proceed further upon the achievement of national piece rate 
poliey determination, a principle to which the Union is already committed. In 
addition, nationalization has tended to mitigate inter-union competition by en- 
couraging merger, consolidation, and accommodation of competing unions. 


" National Union of Mineworkers (South Wales Area), Address by Will Paynter (Presi- 
dent), Annual Conference, Portheawl, May, 1957. 
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Altered terms of managerial responsibility, in addition to its direct effeet on 
wages policy, has served to strengthen forees within the labor unions working 
toward centralization. Nationalization implies managerial decision making on 
the basis of national responsibilities, and has made these eriteria the significant 
bargaining ones. But national responsibility can only be assumed at the na- 
tional level. Loeal, craft and regional interests within the unions have been 
subordinated since their expression. Already inconsistent with the official union 
ethic, they became irrelevant in the new context of bargaining. 

On the whole, then, nationalization has considerably strengthened forces 
working toward upward redistribution of power and authority in the unions. 
It is inevitable that union wage policy will reflect this redistribution. The unions 
will likely become more effective bargaining forees; at the same time they ean 
more readily adapt themselves to the requirements of national responsibility. 
Wage patterns will no doubt alter. Pressures toward greater uniformity already 
existing and accounting indireetly for centralization will in turn be reimforeed, 
Job rate relationships will be administered from a national view of polities and 
rationality rather than from loeal views of polities and tradition. These, and 
possibly other consequences can already be observed, but their development. is 
beyond the limited seope of this paper. They will, no doubt, have even farther 
reaching effeets on the whole strueture of Wages in the mixed economy of Britain. 
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I. INTRODUCTION 


The purpose of this study is to attempt to find one or more aceeptable answers 
to a question that is of vital concern especially to the proponents of a free- 
market system: Do state lawmakers, in the exercise of police and taxing powers 
in the regulation of commercial motor carriers, enact measures: which tend to 
inpede the flaw of goods and serviees from one state to another?! The com- 
plexity of some of the problems of interstate trade barriers is illustrated here 
by reference to enactments in the area of taxation, registration fees, size-and- 
weight regulations, and administrative praetices, as they apply to commercial 
motor carriers in the states of Georgia, North Carolina, South Carolina, and 
Virginia. Our interest is limited, furthermore, to only those phases of state regu- 
lation which relate to interstate movements. 

Federal versus State Authority. The freedom of the market place may be re- 
stricted by both Federal and state legislation, court decisions, and administra- 
tive practices. It is probably too well known to require repeating here that 
Congress is vested with authority by the Constitution to “regulate commerce 
with foreign nations and among the several States, and with the Indian tribes.’ 


This broad grant of power, and the even broader interpretations that have been 
placed on the commerce elause by the Supreme Court in given cases from the 
days of Chief Justice John Marshall down to the present, might indicate to the 
uninitiated that the confliet between Federal and state authority in the im- 
portant matter of the interstate flow of goods and services has been resolved 
in favor of the former. For the most part, the Supreme Court has been reluetant 
to set aside state statutes based on taxing and police powers. Mr. Justice Rut- 


ledge observed in the Prudential case“ 


For concurrently with the broadening of the seope for permissable application of 
federal authority, the tendeney also has run toward sustaming state regulatory and 
taxing measures formerly regarded as inconsonant with Congress’ unexercised power 
over commerce ... In effect, they have transferred the general problem of adjustment 
to a level more tolerant of both state and federal legislative action. 


In general, the Court will set aside a state statute imposing a burden on 


‘See Board of Investigation and Research, Interstate Trade Barriers Affecting Motor- 
Vehwl Transportation (Washington: Government Printing Office, 1945); Paul Truitt, 
“Interstate Trade Barriers in the United States,” Law and Contemporary Problems, Vol 
VIEL, No. 2 (Spring 1941), pp. 200-222 

* Article I, Section 8, Clause 3 

* Prudential Insurance Co. v Benjamin, 66 8. Ct. 1142, 328 US 408 (1946). 
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interstate commerce only when it ean be shown that the burden is “unreason- 
able,” “undue,” or “unlawful’—terms which the Court uses in such a way as 
to indicate that they have a common meaning, although this meaning may vary 
from time to time.* Neither the Federal not the state governments ean justly 
claim to be consistent protectors of the freedom of the market. 

Interstate common and contraet motor carriers of persons and property, as 
these terms are defined in the statutes and by the courts, may be subjeet to 
both Federal and state regulations and taxation in a number of instances. 

State regulation of motor carriers as an industry dates from the period im- 
mediately after World War [,° even though a few states imposed size-and-weight 
restrictions prior to that time;® the Federal government did not enter the field 
until 1935 when Congress enacted the motor carrier act.’ In the absence of 
Federal regulation, many states erroneously assumed that they had almost un- 
limited authority over the interstate movements of commercial motor carriers.” 
The advent of Federal regulation did not materially reduce the authority of the 
states to enact measures, under police and taxing power, which were applicable 
to interstate movements of commercial motor carriers. State and local govern- 
ments may levy and colleet non-diseriminatory taxes on motor carrier equip- 
ment used in interstate movements if the property has a situs in the taxing 
district,” and on fuel whieh is consumed by such units, regardless of where it 
may be purehased.'” The gross receipts of interstate carriers, apportioned on a 
tuileage basis, are subject to state taxation." A state may levy a 2 percent exeise 
tax on a motor veliicle whose title certifieate confers on it the privilege of using 
the state's roads.'* A state tax, based on gross weight, is valid if it is applieable 
alike to all carriers.’ A municipal ordinance imposing an annual license tax on 
motor carriers is valid even if interstate and intrastate operations are insepa- 
rable’* A state other than the state in which the owner is domiciled may re- 


quire such an owner to carry workmen’s compensation insurance!’ It is axio- 
matic that the eourts have made a sharp distinetion between state authority 


California vo Thompson, 313 US 109, 61.8. Ct. 930 (1941); Freeman Henitt, 329 
US 249, 67 Ct. 274 (1946); Muchigan—Wisconsin Pipe Line Calvert, 347 US 157, 74 
S.Ct. 396 (1954) 

®See Puolie Laws of North Carolina, 1925, Chapter 50; Acts of the General Assembly of 
Greorga, 1924, 219 

“Interstate Trade Barrwrs Affecting Motor-Vehicle Transportation, pp. 58 

"49 Statutes 543. 

"See Buck v. Kuykendall, 267 US 307 (1925); Bush v. Malloy, 267 US 317 (1925) 

* Fast Coast Freight Lines v. City of Richmond, 194 Va. 517, 74 SE (2d) 283 (1953) 

Mason and Dizon Lines v. Commonwealth, 185 Va. 877, 41 SE (2d) 16 (1947). certioran 
demed by the Supreme Court, 331 US 807 (1948) 

"Acro Mayflower Transat Company v. Board of Railroad Commissioners, 68 8. Ct. 167, 
332 US 495 (1947). For restraints on the power of a state to collect a gross receipts tax, see 
Railway Express Company Commonwealth of 347 US 359, 74.5. Ct. 558 (1954) 

Greyhound Lines + Bree, 705. Ct. 806, 339 US 542 (1950) 

® Bode v. Barrett, 73 3. Ct. 468, 344 US 583 (1953) 

“City of Chicago v. Willett Co., 73 8. Ct. 460, 344 US 547 (1953) 

"Collins v. Amerwan Bus Lines, Inc, 76.5. Ct. 542, 350 US 528 (1956) 
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over interstate commercial motor carriers and state authority over interstate 
rail movernents.!® 

Restraints on the State Power. A state may not, because of the necessity of 
a “uniform rule to promote and protect national travel,” require the separation 
of white and colored passengers on motor buses so that persons of different races 
would not oceupy contiguous seats at the same time;'? the Virginia statute 
“unduly” burdened “national” commeree. (As to be expected, state courts in 
the southeast follow the practice of avoiding the application of this rule when- 
ever possible") An Arkansas statute which imposed a tax on every gallon in 
excess of twenty brought into the state for use as fuel by any motor vehicle was 
invalidated by the Supreme Court on the ground that there was no reasonable 
relationship between this tax and the use of the road system.’ A tax upon the 
privilege of carrying on a business exelusively interstate in character violates 
the commerce clause no matter how fairly it is apportioned to the amount of 
business done within the state*? 

Effect of Interstate Trade Barriers. An interstate trade barrier may operate 
to exclude certain out-of-state goods and serviees entirely, thus effeetively sub- 
stituting state determination for the choice of the consumer, or it may materially 
increase the cost of the produet to the consumer. For commodities with a high 
value compared to bulk and weight, transportation charges would constitute a 
relatively insignifieant part of the total price. For goods with a low value com- 
pared to bulk and weight, the opposite would be true. For example, in the move- 
ment of fluid milk from Wisconsin to New York City, it is estimated that trans- 


portation charges would constitute 35 percent of the total cost of the product to 
the consumer, and that a 10 pereent increase in transportation charges would 
add one-half eent to the retail priee of a quart of milk.*! One of the pitfalls 
here is to approach this problem with data on the average cost of transporting 
several varied items a given distanee; it is quite obvious that average transpor- 
tation charges would be misleading. This study is predicated on the premise that 
the cost of transportation may be an important factor in the price that is even- 


tually charged the consumer for goods and services. 

Role of the Special Interest Groups. Primary responsibilty for the ereetion of 
mterstate trade barriers rests, of course, with the state legislators. There are, 
however, some extenuating circumstances. In their desire to diseover and tap 
new sources of revenue to support the ever-inereasing obligations of the state 
government, the lawmakers may be indueed to sanetion a new revenue measure 
without first giving adequate consideration to the effeet that these proposals 


Najner Atlantic Coast Line Railroad Company 272 Us 605 (1928); Southern Pacific 
Company v. Anzona, 65 8. Ct. 1515, 325 US 76L C1945) 

Morgan ’ Virgina, 668. Ct. 1050, 328 US 373 01946) 

Seo State Johnson, 220 NC JOL, SESE (2d) 186 (1949) 

McCarroll v. Dirw Gre yhound Lines, 300 US 176 C1989) 

Spector Motor Service OConnor, 340 US 602, 71 8. Ct. C1951) 

* Agricultural Marketing Service, Department of Agnreulture, Regulations Affecting the 
Movement and Merchanduang of Mik (Washington: Government Printing Office, 1955), p. 
SI 
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might have on the interstate flow of goods and serviees. In fields other than 
taxation, the lawmakers may be under considerable pressure to approve a meas- 
ure caleulated to confer benefits on in-state commerce and industry and impose 


restrictions on out-of-state goods and services. The initiative for the enactment 
of trade-barrier legislation comes, of course, from special interest groups. 


Il. TAXATION 


Highway User Tares. Most units of government proceed on the principles 
that modern highway facilities are provided primarily for motor velieular 
traffie, and that it is proper for the owner of the motor vehicle to pay, in the 
form of special levies and taxes, for the construction and maintenance of such 
facilities. The concept that the user of speeial facilities provided by govern- 
ment should pay for the same, endorsed by no less an authority than Professor 
Adam Smith, has had wide acceptance both here and abroad long before the 
advent of the automobile. Gasoline and other fuel taxes account for approxi- 
mately 64 pereent of the total highway user taxes colleeted. Motor vehicle 
registration fees constitute about 34 pereent of the total, Speeial taxes, applicable 
only to commereial motor carriers, make up the remaining 2 pereent“* Neither 
ad valorem property taxes on units of rolling equipment, nor sales or excise 
levies on supplies and equipment, are considered highway user taxes; while the 
former are usually collected by the unit of government (state or loeal) in which 
the owner is domiciled, the decision of the Supreme Court in the Braue? Acrways 
case”? appears to open the way for the collection of a nondiseriminatory ad 
valorem property tax by any state in whieh the equipment is used. 

Third Structure Tares. In addition to highway user taxes applieable to all 
motor vehicles, states with the exception of Delaware, Maryland and Vermont 
Impose one or more additional fees or taxes on commercial motor vehicles. 


_ inorder to offset the publie aid which the owners of such vehicles would otherwise 
enjoy to their advantage over competing earners, Without the appropriate taxation of 
motor vehicles, trathe could otherwise not be distributed in aeeordanee with ther rela- 
tive economy and fitness.* 

These exactions, which usually take the form of ton-mile taxes, mileage taxes, 
or weight and capacity taxes, are referred to by the industry, whieh vigorously 
opposes the imposition of the same, as “third strueture’ taxes. Lack of uni- 
formity in the imposition of such taxes may be illustrated by a brief reference 


to the pattern of these taxes in the southeast. North Carolina collects a gross 
receipts tax; Virginia exaeted such a tax until last year. South Carolina levies 


* State Taration of Interstate Trucking and the Reciprocity Problem (Washington: Goy- 
ernment Printing Office, 1956), p. 6. See also Eo M. Cope and Ro M. Meadows, “Road User 
and Property Taxes on Selected Motor Vehicles,” 1953, Public Roads, Vol. 27, No. 7, (April, 
1953); BM. Cope. and others, Estimate of Highway User Taxes Paid by Vehicles in Different 
type and Weight Groups” Pubhe Roads (June, 1954) 

* Bran Auwways v. Nebraska State Board of Equahzation and Assessment, 74 8. Ct 
757, 347 US 590 (1954) 


“State of Interstate Trucking and the Re Prohlem p. 6 
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a mileage tax on regular route operations; both Georgia and Virginia have 
experimented with, and abandoned, this form of taxation. These levies make 
up only 2 per cent of the total amount of highway user taxes collected by 
all the states from motor vehicles of all classes. To the motor carrier industry 
as a whole, the lack of uniformity among the several states in taxes sehedule 
applicable to commercial motor carriers is probably more significant than the 
the amount of the tax itself. Many people are convineed that there is some 
merit in the proposal of the National Association of Tax Administrators to 
consolidate all fees and taxes into a single charge, expressed as a rate per 
mile” Beeause construction and maintenance costs differ from state to state, 
the rate per mile would vary from state to state. 

Allocation of Costs. Since all states levy and collect highway user taxes, 
it is generally assumed that each state has a precise and exact formula to be 
used in allocating the cost of construction and maintenance among the several 
and varied users of highway facilities. Such, unfortunately, is not the ease. The 
Committee for Eeonomic Development points out that.*® 


... there is no completely fair and efficient way of charging highway users for their 
use of the roads. A precise allocation of highway costs ter fisers would require 
the equivalent of « toll both on every road and street in the land. Sueh preeision is im- 
possible, of course; yet, the less precise the allocation is, the more inequities there are 


The position is taken that the heavy unit of equipment should make a larger 


contribution in the form of highway user taxes toward the construetion and 
maintenance of a highway than «a passenger automobile on the premise that 
the heavy unit of equipment is responsible for a greater share of construction 
and maintenance costs than in the passenger automobile—even the commerical 
trucking industry freely concedes the fairness of this position by advocating 
incremental method of alloeating costs.*7 Fuel taxes constitute the major 
source of highway user taxes; governments operate on the assumption that 
construction and maintenance costs, and fuel consumption, go hand in hand. 
There is little correlation, however, between the amount of fuel consumed (and, 
henee, the amount of highway user taxes paid) and the size-and-weight of the 
unit of equipment; a 50,000 pound unit of equipment, with a highly efficient 
engine, might not consume any more fuel than a 20,000 pound unit of equipment 
with less efficient power system, and yet both would pay the same amount—or 
approximately the same amount—in a highway user taxes. Under given eireum- 
stances, on the other hand, a light passenger automobile might pay four times 
as much highway user taxes per pound as a commercial vehicle. 

For more than a quarter of a century the commercial motor earrier industry 


*See Practwal Tar Equity for Interstate Vehicles (Washington: National Association 
of Tax Admunistrators, 1954) 

* Modernizing the Natwn’'s Highways (New York: Committee for Economie Develop- 
ment, 1956), p. 10. 

* See Motor Vehiwle Taration in North Carolina (Raleigh: N.C. Motor Carriers Asso- 
emtion, 1954), p. 26 ff. 
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and the railroads have been deadlocked in debate on the issue: Do commercial 
motor vehicles pay an equitable share of the cost of construction and main- 
tenance of highway facilities? The debate has produced considerably more 
heat than light. Both the railroads and the motor carriers have sponsored 
studies in an attempt to convince the public of the merit of this respective 
positions.“* In general, sueh studies are not entirely free from bias. A con- 
gressional committee has observed.*" 


In the motor carrier field, not only is the contribution of highway users in proportion 
to their usage a matter of argument, but any attempt to establish an appropriate pro- 
portion in that contribution arouses immediate controversy. It must be admitted, too, 
that reliable statistics with respeet to motor carriers are hard to find. This is due only 
in part to the reluctance of the industry to supply them. Generally speaking, the vast- 
ness of the industry and the less-than-adequate nature of Government regulation of it 
simply preclude the collation of figures that represent more than what may be gener- 
ously termed informed estimates. 


That there exists a need for more objective research in the area is generally 
conceded. A step in the right direetion is the commission appomted by the 
governor of Virginia in 1953. There is little hope, however, of resolving the 
issue until there is some general acceptance of a highway finance theory— 
the increment theory, the theory of ability to pay, the cost and value of the 
service, and the portion that should be attributed to national defense. 
Diversion of Highway Funds. It is rather general practice, most usually 


dating from the Great Depression, for states to allocate a portion of the proceeds 
of highway user taxes to purposes other than the construction and maintenance 
of roads and bridges.*! The amount of diversion varies from state to state, and 
from year to year. Available data indicate that for the nation as a whole 
6.1 pereent of state highway user taxes are diverted to non-highway purposes; 
in the southeast, the spread runs from 0.2 pereent for Virginia to 17.1 percent 
for Georgia”? In North Carolina, it has been estimated that the Highway 
Commission pays $35,000 each day for the upkeep of 7,000 prisoners, and that 
this is equivalent to one cent of the 7 cent state gasoline tax.“ The extent of 
the diversion here in termes of dollars depends on the amount of prison labor 
used in a given period by the Commission on highway projects and the effieieney 


*See Highway Motor Transportation (Washington: Association of American Railroads, 
1945); Highways: Development-Use-Financing (Washington: Association of American Rail- 
roads, 1955); The Case for the Trucking Industry (Washington: American Trucking Asso- 
eiations, 1950); Testing the Equity of Virginia's Motor Vehwle Tar Structure (Richmond: 
The Virgima Highway Users Association, June, 1953). 

*Senate Committee on Interstate and Foreign Commerce, Domestic Land and Water 
Transportation (Washington: Government Printing Office, 1951), p. 38 

™” Report of the Commission to Study Matters Pertaining to Highways to Governor and 
General Assembly of Virginia (Richmond: 1952). 

Modernzng The Nation's Highways, pW 

“See Charles A. Taff, Commencal Motor Transportation (Chicago: Richard D. Irwin, 
1951), pp. 33-36. 

™ Greensboro, (N.C.) Daily News, November 12, 1957, p. 1. 
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of such labor. Another form of diversion relates to the efficiency of the state 
ayency charged with the responsibility of construeting and maintaining high- 
way facilities. In the southeast, an efficient, nonpolitieal highway department 
may be the exception and not the rule. It is submitted that any diversion of 
highway user taxes collected from interstate commercial motor carriers may 


constitute an unreasonable burden on interstate commerce in that the out-of- 
state operator is not only paying what the state exacts for the use of the high- 
way faeilities regardless of whether or not the amount he pays reinburses 
the state for this use-—but he is helping to support the other activities of the 
state government. 

Regulatory Taxes. The taxing power may be, and often is, employed with 
the sanction of the courts as a regulatory device: to “protect” or “equalize” 
competition, or to eneourage or discourage the use of certain goods or services. 
Regulatory taxes help to distort the competitive picture in transportation as 
well as in other areas of the economy. The publie debate on this issue dates 
almost from the time the memory of man runneth not to the contrary. Re- 
cently-expressed views are of interest. Professor Merrill J. Roberts suggests.*% 


the feasibility of permitting the market more voice in supplying answers to difficult 
questions of transport control Particularly if subsidy were eliminated greater price 
competition would provide authoritative traffic allocations. It appears that no legitimate 
interest would be impaired. 


Less control and more competition was recommended by the Cabinet Com- 
mittee appomted by President Eisenhower to review national transportation 
poliey." Professor Harold Koontz favors “an environment conducive to fair 
and open competition”? On the other hand, Professor Lee J. Melton, Jr., holds 
that “no adequate solution will be found within the competitive framework.’* 
Regulatory taxes which restriet interstate movements of goods and services 
constitute a significant trade barrier. 

Multiple Collection of Fuet Tares. The interstate commercial motor earner, 
in many instances, is required to pay successive taxes on the same fuel. The 
observation of Mr. Justice Jackson in the Miller ease® that “visible territorial 
houndaries do not always establish the limits of a state’s taxing power or 
jurisdietion” is appheable here. For example, in Georgia, out-of-state vehieles 
of more than two axles must use Georgia-taxed gasoline commensurate with 
the miles actually traveled in that state, or pay a Georgia tax on fuel purchased 


Sonzinsky vo United States, 300 US 506 (19387) 

“Transport Regulation and the Railroad Problem,” The Southern Economie Journal, 
Vol No. 3, January 1957), p. 271 

™ Revinon of Transportation Pokey, A report to the President, pre pared by the Presi- 
dential Advisory Committee on Transport Polhey and Organization (Washington, DO C., 
April, 1955) 

Public Control of Reonomie (New York: MeGraw-Hill, 1956), p. 196 

"“An Integrated Approach to the Transportation Problem,” The Southern Econom 
Journal, Vol. Noo 4 CApml 1957), p. 390 

™ Viller Brothers Co. v. State of Maryland, 347 US 340, 748. Ct. 535 01954) 
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in another state and used in Georgia; owners are required to register each 
vehicle for this purpose and to make a quarterly fuel report. The South Carolina 
statute is similar, with the exception that it applies to all trucks with two or 
more axles. The same rule applies in Virginia, with the exception that motor 
carriers of property must pay an additional two-eents per gallon fuel tax when 
making the report” North Carolina requires registration with the Commis- 
sioner of Revenue, at a cost of one dollar per vehicle; quarterly reports on 
the number of miles traveled; and the payment of the North Carolina tax on 
fuel purchased in another state and used in North Carolina! The principle of 
reciprocity does not apply to fuel tax payments. For all praetieal purposes, : 
state that attempts to collect a tax on gasoline purchased in another state, 
must rely on the records and reports of the earrier. It is submitted that the 
multiple collection of taxes on the sare fuel, and the required record-keeping 
and report-making, work to the disadvantage of the interstate commercial 
motor carrier. 

Registration Fees. A listing of some of the registration fees and other exae- 
tions applicable to interstate commercial motor carriers may serve to pinpoint 
the problem? In Georgia, interstate carriers must register each vehicle with 
the Public Service Commission, file evidence of proper insurance, and seeure 
a PSC tag, at the cost of one dollar annually, for each vehicle operated in 
the state; if the motor carrier is domiciled in a state that imposes a mileage 
or ton-mile tax on Georgia trucks, it is required to purchase a special Georgia 
plate at the cost of ten dollars for each vehicle and to pay a fee of ten dollars 
per round trip into or through Georgia, In South Carolina, regular route ear- 
riers are subject to a mileage taxe of 1/10 of a cent per ton mile, exelusive of 
the vehicle weight, although South Carolina has not strictly enforeed this 
provision.’ Virginia requires carriers to secure an identification plate for each 
truck with three or more axles and for each tractor; the plates cost one dollar. 
In North Carolina, carriers moving from one point to another in the state, even 
though such transportation is a link in an interstate movement, are required 
to secure North Carolina leense plates. The importance of registration and 
miscellaneous fees to commercial motor carriers is indicated by the following 
comparison: In North Carolina sueh fees average $11.09 per passenger ear; 
$23.90 for farm trucks; and $415 for each commercial veliele”* While trueks 
account for only 18.6 percent of the total number of velieles registered in 
North Carolina, they pay more than fifty pereent of the total registration and 
miscellaneous fees. The complexity and lack of uniformity of the registration and 
miscellaneous fee schedules, whieh constitute something of a barrier to inter- 


state movements, may be of more concern to motor carriers than the total 


amount of money involved. 


“ Code of Va. (1950) Section 46-188 ff 

“ Sesston Laws of North Carolina, 1966, Chapter 822 

“See Digest of State. Laws Pertauning to the Regulation and Taration of Motor Vehicles 
(Washington: Association of American Railroads, 1952), p. 37 ff. 

* See State Taration of Interstate Trucking and the Reciprocity Problem, p. 14 ff. 

Motor Vehwle Taratiwn in North Carolina, p V3 
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Reciprocity. If every interstate motor carrier were subject to all the registra- 
tion fees and miscellaneous taxes exacted from an in-state operator in every 
state in which he carried on business, the total amount of these fees and taxes 
would be such as to discourage any motor carrier from engaging in interstate 
operations. If this situation obtained, shipments from one part of the country 
to another without the expense of unloading, warehousing, and reloading at 
state boarders would not be possible. That these additional operations would 
materially increase the cost of transportation by motor carrier, and result in 
the diversion of business to other forms of transportation, is generally conceded. 
The concept of reeiprocity, stated simply, is that Y State will aecord to the 
motor vehicles of Y State the same treatment that Y State aecords to the motor 
velieles from X State. This arrangement is usually formalized as an agreement 
or contract between two or more states; it is not a compact within the meaning 
of the Constitution’ and, therefore, does not require the consent of Congress. 
State courts have upheld the validity of such agreements.“ As a rule, only 
registration fees and miscellaneous taxes (whieh might or might not inelude 
ross receipts taxes) are covered by such agreements. North Carolina has 
entered into reciprocity agreements with every state save one. An outstanding, 
if not typieal, reciprocal agreement is the one that ten southern states entered 
into in 1949-4? Variation in the level of motor vehicle registration fees and the 
differences in the method of assessing these fees (for example, most states 
register and license both the tractor and the trailer while a few states place 
all the fees on the power unit) is the greatest obstacle to the unqualified aec- 


ceptance of the principle of reeproeity according to Mr. Walter R. MeDonald 
of the Georgia Publie Service Commission.” If the enaetment of so-called 


“third structure” taxes becomes widespread, existing reciprocal agreements 
will require renegotiation or the principle of reciprocity will have a vary limited 
application, As to be expeeted, the commercial motor carrier industry is a 
strong advocate of reciprocity while the railroads contend that such agreements 
are unfair to in-state operators of motor vehicles. From the viewpoint of 
the commereial motor carrier, the limited. acceptance of the principle of re- 
ciprocity, although it is a step in the right direction, has not solved the problem 
of the lack of uniformity in registration fees and other exactions. 


SIZE-AND-WEIGHT LIMITATIONS 


Authority and Policy. The Federal courts have recognized the right of a 
state, under its police power, to adopt by legislation reasonable rules and 
regulations for the use of highway facilities even though these rules and regu- 


“Article T, Seetion 10, Clause 3 

“See Atlante and Daninlle Ralway Company v. Hooker, 194 Va. 496, 74 SE (2d) 270 
(1953) and the case cated therein 

“ Por the text of this agreement, see Taxation of Interstate Trucks (Washington: Ameri- 
ean Trucking Association, 1954), pp. 43-48 

“Letter to the writer, dated November 1, 1956 

“See State Taratwon of Interstate Trucking and Reciprocity Problems, pp. 21-27; What 
ws Reciprocity? (Washington: Association of American Railroads, 1954) 
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lations, in a given ease, might impose a burden on interstate movements. The 
fact that the Federal government makes a major financial contribution toward 
the construction of highways, and regulates commercial motor carriers in inter- 
state commerce, has little bearing on the authority of the state to enaet size- 
and-weight limitations. The Supreme Court held, in the Barnwell case,” that 
“a state may impose nondiseriminatory restrictions with respeet to the character 
of motor vehieles moving in interstate commerce as a safety measure and as 
a means of securing the economical use of its highways.” With the constitutional 
question firmly resolved in favor of state power, although this has been limited 
by a recent ruling of the Court that a state may not suspend the right of an 
interstate motor carrier to use state highways beeause of repeated violations 
of state highways regulations,®! our inquiry is direeted at the lack of umi- 
formity in the size-and-weight restrictions adopted by the several states; this 
lack of uniformity—a matter of policy rather than a constitutional question- 
may constitute an important barrier to the movement of goods and services 
across state lines. 

Lack of uniformity may be illustrated by examining the problems encountered 
by a commerical motor carrier in moving a loaded unit of equipment from 
Atlanta, Georgia, to Richmond, Virginia, via Greenville, South Carolina, and 
Charlotte, North Carolina? Georgia law permits a height of thirteen feet, 
six inches; however a unit of equipment of that height could not enter into any 
state whose borders coimeide with those of Georgia with one exception: if the 
unit were a ear transport, it could enter North Carolina, South Carolina, 
North Carolina, and Virginia enforee a height limitation of twelve feet, six 
inches, with the exeeption noted. Georgia allows a maximum length of forty- 
eight feed; North Carolina, South Carolina, and Virginia, on the other hand, 
each allow fifty feet. The maximum axle-load in pounds in Georgia is 20,400; 
in South Carolina, 20,000 plus a ten pereent tolerance; and in North Carolina 
and Virginia, 18,000. The highest possible gross weight in pounds in Georgia is 
63,280; in South Carolina, 68,350; in North Carolina, 56,000 plus a five per- 
cent tolerance; and in Virginia, 56,800. Of the four states selected to illustrate 
this problem, cach has a different weight limitation. A unit of equipment loaded 
to the maximum allowable gross weight in South Carolina could not leave the 
state in any direction : 

Proposals for Uniformity. That lack of uniformity in state size-and-weight 
legislation constitutes something of a burden on interstate movement is reeog- 
nized by the Ameriean Association of State Highway Officials. To eope with 
this problem, this organization— whieh is interested in protecting roads against 
excessive wear—-recommends the adoption by the several states of a uniform 
code covering maximum dimensions, weights and speed.°* The Senate Com- 


” South Carolina State Highway Department v. Barnwell Brothers, Inc. 303 US 177, 58 
S.Ct. 510 (1938). See also, Maurer v. Hamilton, 309 US 598, 60:8. Ct. 726, (1540) 

"Castle Hayes Freight Lines, Inc. 348 US 61,75 5. Cr. 191 (1955) 

“See Summary of Size and Weight Limits and Reciprocity Authority (Washington: 
American Trucking Associations, 1957). 
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mittee on Interstate and Foreign Commerce proposed that “standard axle- 
load limits be fixed by Congress, as a prerequisite to the granting of Federal 
funds for highway aid The Interstate Commerce Commission contends that 
Congress has authority to legislate size-and-weight restrictions for eommereial 


inotor carriers engaged in interstate movements.” The LCC conclusion was 
quoted, apparently with approval, by a publieation of the trueking industry ,”" 
although many leaders in the industry are outspoken in their opposition to any 
extension of the sphere of Federal control, If the matter is to be left up to the 
states: In order to conform with AASHO standards, all southeastern states 
would have to revise upward the overall length and allowable weight for all 
combinations; it could probably be established that few highways in the 
southeast, other than those that form a link in the interstate system, could 
accommodate units with an overall length of 60 feet and a weight of 73,280 
pounds, While it ts freely coneeded that uniformity is desirable, and that lack 
of uniformity interferes with the flow of goods and services, it is submitted that 
standardization at the suggested AASHO level is not practical at the present 
time 


IV. ADMINISTRATION’ 


Regulation by Commission. Authority to regulate commerical motor car- 
riers is usually vested in an independent regulatory commission—the “inde- 
pendence” of whieh may be more apparent than real” The commission may be 
provided for in the state constitution (as in Georgia), or it may be a ereature 
of the state legislature (as in North Carolinal. The commission device results 
in What Professor George TL. Steiner has referred to as a “sort of microgovern- 
ment’. Commissions are usually composed of three Cas in Virginia) or five Cas 
in Georgia and North Carolina) members, cither elected by the voters (as in 
CGeorgial or appointed by the govenor (as in North Carolina), with or without 
the consent of the legislators. Terms of the members usually run from two to 
six Vears, the termes are staggered, and commissioners are eligible for reap- 
pomntment. Beeause of the absence of tenure and the low level of compensation, 
among other things, the most able public servants are not always attracted to 
regulatory commissions. Most state commissions are under-staffed, both qualita- 
tively and quantitatively. Regulatory ageneies may not be in a position to eom- 
pletely disregard political considerations. 

Dimsion of Authority. No state has an ageney whose sole, or even principal, 


“Senate Committee on Interstate and Foreign Commerce, Domestic Land and Water 
Transportation, p. 45. 

“ Interstate Commerce Commussion, Federal Regulation of the Size and Weight of Motor 
Vehules (Washington: Government Printing Office, 1941), pp. 24-26. 

© The Case for the Trucking Industry, pp. 2-3 of Part TH, “The Railroad Charge.” 

“See Frank Bane, “Administrative Marketing Barriers,” Law and Contemporary Prob- 
lems, Vol. VILL, No. 2 (Spring 141), 376-381. 

“See James W. Fesler, The Independence of State Regulatory Commissions (Chicago: 
Pubhe Administration Service, 1942) 

Government's Role in Economie Life (New York: MeGraw-Hill, 1953), p. 559. 
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function is that of regulating commerical motor carriers. In North Carolina, 
the Utilities Commission is responsible for the regulation of eleetrie power, 
telephones, railroads, pipelines, canals, and a host of other things, as well as 
commercial motor carriers; such broad and varied responsibility vitiates the 
concept that a commission is a court of experts.“! This pattern is followed in 
most states. Furthermore, sole responsibility for the regulation of commercial 
motor carriers is not vested exclusively in any one agency. The North Carolina 
Utilities Commission shares regulatory responsibility with the Commissioner 
of Motor Vehicles (registration fees, license plates, reeiprocity agreements); the 
Commissioner of Revenue (colleetion of fuel taxes, quarterly reports on mile- 
age); and the Highway and Publie Works Commission (designation of truek 
routes, speelal weight limitations on certain bridges and roads). Municipal 
ordinances place another burden on commercial motor vehicles, even those 
in interstate commerce, in the forma of truck routes, parking restrictions, load- 
ing zones, taxes, and fees. 

Regulation versus Promotion. In addition to its regulatory responsibility, 
the North Carolina Utilities Commission is under a statutory mandate, “... to 
promote, in the interest of the public, the inherent advantages of highway 
transportation; to promote adequate, economieal and efficient serviee to all the 
communities of the State by motor earriers ..." Similar provisions are found 
in the statutes of other states. [f a state regulatory ageney follows the statutory 
mandate, it might be inelined to favor in-state motor carriers at the expense 
of out-of-state operators. The statutory provision is objectionable, also, on 
the ground that it would be diffieult, if not impossible, for any ageney to 
perform the dual functions of promotion and regulation at one and the same 
time. 

Other Regulatory Problems. The reasonable and realistic enforeement of 
the many regulatory enactments of the several states is made more difficult 
by conflicting statutory provisions, Variation from state to state in administra- 
tive practices, the large number of carriers that are exempt from Federal and 
state regulation, the general acceptance of the prineiple of the “grandfather” 
clause, the significant variation in terminology in the Federal and state stat- 
utes, and the fine distinctions drawn by the courts in the interpretation of 
legislative enactments Administrative confliets and frustrations tend to place 
something of a burden on interstate movements. 


Vo CONCLUSIONS 


1. Confliets between Federal and state authority—commerce clause versus 
poliee and taxing power—-have resulted in more, and not less, restrietions on 


the interstate movement of goods and services. 
2. Trade barriers are primarily objectionable because they either serve to 


™ General Statutes of North Carolina, Chapter 62 

“See FW. Hanft, “Utilities Commission as Expert Courts,” N.C. Law Review, Vol. 15. 
No. Lo pp. 12-40 (December 1936) 
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increase the price of, or close the channels of interstate commerce to, certain 
goods and services; this results in the substitution of state determination for 


the choice of the consumer. 

3. Speeial interest groups, motivated by economic self-interest and not the 
publie interest, advocate the use of state police and taxing power to protect 
local commeree and industry from out-of-state competition, or to favor one 
type of business activity over another. Such groups—regulated interests and 
others have played an important role in the development of public policy. 

4. Each class or type of motor vehicle—private as well as commerical— 
should pay its proportionate share of the cost of construction and maintenance 
of highway facilities; this eoneept is difficult to implement beeause of the 
absence of a precise and exaet formula for the allocation of highway costs 
among the many and varied users of the same. Uniformity in tax and fee 
schedules even though the amounts collected from the motor carrier varies 
from state to state-——would facilitate interstate movements. 

5. Regulatory taxes, as distinguished from the normal highway user taxes, 
tend to distort the competitive pieture, and to impede the flow of goods and 
services from one state to another. More competition between various forms 
of transportation, and less government interference in the market place in 
the form of regulatory taxes, would be in the public interest. 

6. The acceptance of the principle of reeiprocity—limited as it is—ha- greatly 
facilitated the interstate movement of commerical motor carriers. An ex- 
tention of reeiprocal agreements to include all registration fees and miseel- 
laneous taxes (but not normal highway user taxes), and possibly other economic 
regulations, might be in the publie interest. 

7. Size-and-weight regulations which vary from state to state, ostensibly 
because of the lack of uniformity in highway eapabilities, restrict the inter- 
state movements of commercial motor carriers. An individual state has the 
unquestionable right to adopt such rules and regulations as may be reasonably 
necessary to prevent excessive damage to highway facilities and to protect 
other users of the same. While uniformity in such regulations is most ¢osirable, 
highway facilities in the southeastern states will not now permit the adoption 
of the standards recommended by the AASHO. 

§ ‘The complex institutional arrangements at the state level for the enforee- 
ment of the publie will in this area—characterized by division and diffusion of 
authority--do not facilitate the interstate movement of goods and 

9 One alternative to the present dual——Federal and state—regulation of 
the interstate movements of commercial motor carriers is to increase the area 
of Federal, at the expense of, state control. The substitution of Federal eon- 
trol for the current system of dual control, with all of its imperfeetions, might 
not be in the publie interest. Federal regulatory agencies have yet to demon- 
strate any unusual competence in resolving in the public interest: complex 
regulatory problems. 
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Much of the theory of management has developed into groups of generaliza- 
tions which are open to criticism on either of two counts. Either they are mere 
truisms offering little insight into essentials, or they refer to speeifie techniques 
without sufficient qualifying assumptions to make them generally valid. Often 
they run in pairs! calling for contradictory lines of action. Managerial principles 
are conjugate? in the sense that they appear as sets whieh are mutually contra- 
dictory or inconsistent and true only under certain speeifie conditions. One of the 
problems of management is to reeognize the contradictory nature of the concepts 
and to identify conditions under which they are valid. 

Flexibility is one of the concepts that often conflicts with elaborately developed 
generalizations and reecives too little attention in situations which demand its 
emphasis.? The objectives of this paper are (1) to state expheitly the meaning 
and importance of the concept of flexibility, (2) to point out the important 
factors to be considered in determining optimum flexibility for a given firm, and 
(3) to analyze five applieations of flexibility as considered by specialists of a 
firm. 


MEANING AND IMPORTANCE 


Flexibility, in its general sense, refers to the response of one or more variables 
to change In one or more related variables. In management, it means the re- 
sponsiveness of managerial plans and actions to changes in the environment. It 
is an attribute which enables management to respond to new conditions and 
problems. Flexibility provides resilieney of policies—it does not eliminate poliey. 
In many cases it relates to the ability to avoid making irrevocable decisions 
prematurely, Antonyms of flexibility, in the general sense, inelude rigidity, 
unchangeability, fixity, and unalterableness. In management, specialization, 
standardization, and bureaucracy tend to lead to lesser degrees of flexibility. 

The place of flexibility as a fundamental coneept of business management is 
clouded partly by the terminology used by functional specialists in denoting its 
meaning. This difficulty in communication has obstructed an integrated view- 


‘H. A. Simon has expanded this ernticism of current statements of managenal principles 
in his Admunistrative Behavor (New York: Maemillan Company, 1957), pp. 20-39 

“A. Lawrence Lowell develops this idea of conjugate principles in his Conflut of Pronciple 
(Cambridge, Mass.: Harvard University Press, 1932) pp. 11-34 

* Two discussions of flexibility in the literature are found in L. Urwick, The Elements of 
Adminstration (New York: Harper & Bros, 1944) pp. 30-31 and Ralph C. Davis, The 
Fundamentals of Top Management (New York: Harper & Bros, 1951) pp. 508 19. 

‘Por « contheting view of the effects of bureaucracy in two cases in government see P.M. 
Blau, The Dynamos of Bureaucracy (Chicago: University of Chicago Press, 1955) 
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point of flexibility by the firm as a whole. The finaneial manager talks in terms 
of liquidity of assets; the personnel manager talks im terms of versatility and 
mobility of people; the marketing manager speaks of the ability to shift a sales 


program to meet changing consumer desires; the production manager thinks in 


terms of general-purpose machines, advantages of job-lot production, and de- 
creasing change-over costs; the organization analyst considers the effeets of 
informal groups, “learning the ropes” of a job, and the “grapevine” in com- 
munieations. All are thinking about the fundamental idea of flexibility. In each 
of these funetional areas, flexibility is a matter of degree, The proper degree of 
flexibility of the firm as a well-eoordinated whole is also an important, but often 
negleeted, problem. The top management of a given firm must determine the 
unique degree of flexibility needed in order that the funetional special- 
ists can Visualize more clearly the flexibility needs within their domain as they 
relate to the entire firm 

economists have devoted considerable attention to the place of flexibility in 
business planning. They have studied the horizons faced by the produeor who 
has alternatives of divisible or indivisible plants, adaptable or unadaptable 
variable faetors of production, and flexible use of teelnology to produce a given 
amount of a produet under conditions of both certainty and uncertainty.” One 
har stressed this analysis in dyname planning with a realistie recognition of 
the uneertainty surrounding a manager's decisions.” Another has considered 
the cost pictures of managers who face alternatives of single-purpose and dual- 
purpose equipment.” In general, there appears to be agreement that some degree 
of flexibility is desirable as a way to handle uncertainty, 

Managers of small firms typically have recognized the advantages of empha- 
sizing a high degree of flexibility. Administrators in large firms have given more 
attention in recent years to the eoneept. The result’ has been the development 
of policies of decentralization of authority, divisionalization, diversification, 
and sob enlargement. In spite of the trend toward increased application of con- 
flicting concepts of specilization, standardization, and bureaucracy, top man- 
agers apparently are interested in the concept of flexibility. Often their choices 
are mutually exelusive and require eritical analysis prior to selection. 


FACTORS DETERMINING OPTIMUM FLEXIBILITY 

Many principles of organization and management are stated as absolutes 
without regard to the economies of the administrative process. Mednomie theory 
offers analytieal processes by which the manager ean determine the optimum 
allocation of plysieal resources. These processes can also help him estimate 
the optimum degree to whieh he will apply conflicting managerial concepts. 
In this manner, eeonomie theory can be made still more useful and managerial 
theory more rigorous, 

See George Stigler, “Production and Distribution in the Short Run,” Journal of Political 
June 1989, pp. 305-27 
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Flexibility should be inereased up to the point at which the incremental re- 
turns from an inmereased degree are equal to the ineremental costs of achieving 
that degree Quantitative measurement of the ineremental returns may be 
difficult, in practice beeause value judgments may be involved. However, sto- 
chastie techniques will prove to be vafuable whenever uncertainty is a major 


factor. Incremental costs of flexibility, on the other hand, are subjeet to more 
precise determination, Cost curves for various alternative degrees of flexibility 
ean be compared and an estimate of minimization reached, Costs of flexibility, 
In any ease, should be considered as those alternatives which are saerificed in 
gaining flexibility. 

Six factors affect both the ineremental returns and the eost of each appliea- 
tion of flexibility. (1) The size of a firm determines the ease with whieh flex- 
ibility ean be achieved and its relative importance in the formulation of 
poliey. (2) The rate of growth of the firm and the industry involves changes 
whieh, by their very nature, demand adjustment in plans and actions. (3) Un- 
certainty of the future, the degree to whieh events can be predicted, and the 
Willingness of management to assume risks are fundamental considerations. (4) 
even when the future is predictable, expectations of change may require varying 
degrees of flexibility in plans. (5) Personal charaeteristies and plilosophies of 
chief executives differ and, as a result, have a definite effect on tailoring the 
flexability coneept in a particular situation, (6) The environmental and imsti- 
tutional setting should be taken into account in the final determination of 
optimum flexibility. 

Top management should develop an integrated poliey pertaiming to flex- 
ibility. This policy should be based on a recognition of the eomplementary 
nature of applications by functional departments. For instanee, the advisability 
of flexible production techniques may depend on a high degree of flexibility in 
marketing; both may depend upon the nature of the organizational structure 
and communieation system. In some eases one application of flexibility may be 
substitutable for another. For example, inereased flexibility in production may 
decrease the need for marketing flexibility or viee versa 


FLEXIBILITY AS APPLIED BY FUNCTIONAL SPECIALISTS OF A’ FIRM 


Five applications of flexibility recognized by functional specialists will il- 
lustrate a qualitative analysis for determining desirable degrees of flexibility, 
Empirical research provided facts for this elassifieation and probably further 
research will extend it. While it is important for analytical reasons to study 


“Marginal analysis can be helpful here if the manager can identify certain types of 
fleabihty and equate their various ratios of marginal value productivity and costs. He ean 
use the faruhar relationship employed by economists in resource allocations 

MVP, MVP MVP. MVPs MVP, 
= = = . . = 
P, 
Where MVP, is the Marginal Value Productivity of one type of flexibility and 7, is the price 
(cost) that must be paid to obtain this type of flEability, MVP, is the Marginal Value 
Productivity of a second type of flexibility and FP, is the cost of obtaming it, and so on for 
the various types of flexibility. 
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independently the means of attaining flexibility in each of these five phases, 
the interdependent nature of these applications demands an integrated approach 
by top management. 

Technological Flexibility: This attribute refers to the physical and mechanical 
ability to adjust manufacturing processes and means of transportation to the 
demands of consumers. The production specialist considers this coneept in 
numerous decisions. Advantages of its application may be purchased at the 
cost of more expensive equipment or greater handling per unit of output. Plant 
layouts whieh require changing periodically must be planned with flexibility in 
mind. General-purpose machines may be used to avoid the risks of obsolescence 
of special-purpose equipment and to preserve the ability to produce a variety 
of produets. A number of smaller identical machines may be used instead of a 
single large machine in order to allow for divisibility of the plant into units 
which can be operated independently. If flexible production is too expensive, 
inventories may be adjusted to compensate for seasonal and cycheal fluctua- 
tions in demand, 

Alternative transportation facilities may permit changes in sources of raw 
materials or in destinations of finished goods. Mobile materials-handling de- 
vices may often be chosen even though fixed-track devices will move a larger 
volume at less cost per unit. Trucks may be used between plants and distributors 
in place of railroads and pipe lines. A communication network may be selected 
on the basis of its ability to transmit small amounts of different kinds of sig- 
nificant information rather than on the basis of the volume of messages it will 
carry. Rapid access to information often may be more important than precision 
or volume of data. 

Much of the technological progress in production in the last half century 
has first resulted in rigid-eyele operations and processes. After low-cost, high 
volume production has been achieved, changes have been introduced to make 
operations more flexible. Old equipment made technically obsolete by a new 
development often has retained economic advantages beeause of its superior 
technological flexibility. In times of rapid, radical innovations, a costly change 
in capital equipment is followed by a still better method of volume production. 
If competing firms widely adopt an innovation, a firm continuing to use old 
equipment often finds that its use in producing specialty produets will remain 
economical beeause the new machines are not suited to small-volume, high- 
margin business. For example, the introduction thirty years ago of continuous 
processing in the refining branch of the oil industry drastically reduced the 
cost of producing gasoline and other volume products. Yet, operators of the 
old “bateh” equipment could eeonomically produce many of the small-volume, 
non-standard produets. By maintaining a perspective of the advantages of 
technological flexibility, smaller companies took advantage of these interstices. 

The present emphasis on automated operations presents challenges and op- 
portunities to managements which comprehend the importance of technological 


flexibility. To those who lead in the use of automatic controls and computers, 
the problem is to develop new equipment whieh will remain flexible. For example, 


- 
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the programming of computers for a large variety of operations can be made 
flexible through combinations of many standard or “canned” programs. Also, 
automatic control systems can be made more flexible with a number of inter- 
changeable small units. Managements using older methods of production ean 
emphasize the production of those produets which eannot be handled efficiently 
by the more automated systems. Emphasis upon the flexibility of equipment of 
older design will postpone the assumption of risks of investment in newer proe- 
esses. Even if a new plant is built for volume production, retention of the older, 
more flexible plants in standby condition may offer profitable opportunities for 
producing non-standard products or additional standard produets during pe- 
riods of peak production. 

A production manager is often faced with the alternative of using techniques 
which enable him to produce a small quantity for quick delivery while the 
market is strong rather than planning setups to achieve lower costs per unit at a 
later time. Temporary additions of shifts of workers and buying rather than 
making parts often enable him to maximize production in the short run. Mini- 
mizing long-term commitments in purchasing, labor contracts, and = indireet 
production costs make retrenchment easier in times of contraction, 

The functional production specialist must decide whether these means of 
securing technological flexibility yield sufficient returns to offset the costs of 
not gaining full advantage of such conflicting concepts as specialization. In this 
decision he should be provided with a guide by the chief executive which shows 
him the over-all relationships among other applications of flexibility in the 
firm as a whole. 

Marketing Flexibility: This second application of flexibility refers to the 
ability to make any changes and variations in marketing techniques whieh ap- 
pear to be warranted at different times and under different loeal conditions. 
Maximizing the benefits of this application usually confliets with the mainte- 
nance of consistent marketing policies. Opportunistic changes in techniques can 
defeat the purpose of a well-planned marketing program by losing the effect 
of sustained application. The secret of gaining this type of flexibility appears to 
lie in obtaining information quickly and in maintaining means by which changes 
in marketing techniques can be made without reducing the effectiveness of long- 
standing marketing pqlicies. 

Maintaining a minimum investment in company-owned outlets in a given 
geographical area can ierease a company’s ability to move out of areas with 
declining margins of profit and into areas with inereasing margins. Sinee the 
smaller firm is often unable financially to build a company-owned system of 
outlets, it usually ean shift operations more casily to new profitable areas when 
opportunities arise. 

The employment of multiple channels and the shift of channels of distribution 
provide a type of marketing flexibility especially important in an experimen- 
tal expansion of a company’s geographical marketing area. Inereased flexi- 
bility of this type can be obtained through the use of small independent business- 
men as primary channels of distribution. While the risk of losing outlets is 
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greater than if they were owned, the marketing manager can quickly eliminate 
unprofitable ehannels and add profitable ones in the shortest: possible time. 
Company-owned outlets may be advisable in the distribution of volume output, 
but they necessarily tie down the company’s assets in a relatively fixed pat- 


tern. 

The promotion of a single brand tends to commit a management to a definite 
line of marketing actions whereas the promotion of a number of different brands 
provides the springboard for quick reaction to changing market conditions. With 


a number of brands and/or unbranded products, the firm can appeal to various 
local segments of consumer demand desiring a unique product. For example, a 
special brand to appeal to Texans only may increase sales without changing the 
produet. Previous outlays on advertising, unfortunately, often reduce this type 
of marketing flexibility. Although past advertising expense is “sunk” cost, mana- 
vers often rationalize in practice and avoid changing rapidly to an entirely 
different selling program when the market setting has changed. 

Rach sale may be considered on a marginal basis with no attention given to 
a consistent priee structure in any given locality or to any given group of cus- 
tomers. This poliey would necessitate the division of the market into non-com- 
peting classes. Maximizing flexibility here depends upon the degree of competi- 
tion in the market. Furthermore, the larger the absolute size of the firm, the 
more diffieult is the administrative problem of controlling sueh a pricing policy. 
The few levels in a small firm’s hierarchy enables its managers to make quick 
decisions even if the authority to set prices is centralized in top management. 

Rigid sales commitments to consumers are obstacles to flexible marketing. 
They tend to emphasize the long-run effeets of a poliey rather than short-run 
costs and revenue. If a competitor has maintamed a large share of the market, 
it becomes undesirable for him to disturb the price for fear that others will take 
notiee of the ehange and retaliate. As long as a firm ean market its produets 
extensively, Le, With a small share of any given market, it can inerease its 
freedom to adjust prices so as to maximize profits from individual transactions. 

The optimum degree of marketing flexibility depends upon the relation of 
returns from flexible techniques to their cost of appheation, Moreover, the de- 
gree is related directly to the optimum degree of technologieal flexibility for 
the firm 

Financial Fleritility: A third appleation of flexibility involves the ability 
of a firm to change its Investments from one type of activity to another and to 
obtain additional funds quickly on good terms when an opportunity suddenly 
appears for profitable investment, It varies direetly with the degree of liquidity 
maimtamed by the firm. Furthermore, a good reputation in investment eireles 
will inerease financial flexibility by enabling « firm to secure additional funds 
quickly when they are needed to take advantage of new opportunities. 

specialists consider flexibility to be an important factor ap- 
praising a company. Ratios, absolute amounts of working eapital, marketability 
of assets, turnover of inventory, and general standing in the investment market 
are aspeets that are watehed carefully as measures of financial flexibility. Yet, 
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appraisers of top management decisions often underestimate the importance of 
this application of flexibility to the suecess and growth of individual companies. 
The role of finaneial flexibility is generally hidden im vague references to the 
ability and intuition of the chief executive or the board of direetors. For ex- 
ample, in successful mergers of companies and fortunate purehases of capital 
equipment, “bargaining ability” and “good judgment” are attributed to the 
chief executive. Often hidden in these general plirases is the fact that the ehief 
executive had previously placed himself in a superior position through lis 
financial decisions long before the actual merger or purchase. Authorized, but 
unissued, stock in the company, cash in exeess of minimum operating require- 
ments, and friends with aeeess to additional funds provide the foundation for 
quick decisions When the opportunity arises. In bargaining at the top level, op- 
portunities may exist only for a few hours. If negotiations are required with 
investment bankers or with other outside persons at the same time, the ehiel 
executive loses a great deal of the freedom of action so necessary in such bar- 
gaining. 

Gaining greater financial flexibility eonfliets with other goals of manage- 
ment. Perfect finanetal flexibility would mean lOO liquidity and the ability to 
secure unlimited additional funds whenever needed. Each step in “moderniza- 
tion” of production facilities decreases financial as well as teelhnologieal flexi- 
bilitv by reducing the ability to secure later a still more efficient: process or 
machine. Innovations do not occur at regular intervals. The purehase of an 
improved fixed facility early in a period of rapid technological change may seem 
to be evidence of progressive management but it may eritieally injure the firm's 
future ability to adjust to additional innovations. Firms with limited financial 
resourees often find it to their advantage to “leave off the brass trimmings” and 
to operate technically obsolete equipment until it is clear that the new equip- 
ment will not itself become obsolete, 

The time of need for additional funds does not necessarily comeide with the 
best time at whieh new funds can be secured. It may be advantageous to ae- 
quire additional funds at times of most favorable financing regardless of whether 
the exaet purpose is visualized to which the funds will be placed. In this way 


finaneial appleation of the flexibility coneept is not only related to other ap- 


plications but is in a sense fundamental to all. 

Financial flexibility is obtained at the cost of not using funds for specifie 
purposes. It must be considered jointly not only with the previously mentioned 
applications but with two administrative applications, personnel and organiza- 
tional. 

Personnel Fleribility: One administrative appleation of the flexibility concept 
involves the ease with which individual executives and other employees ean 
shift into different positions within the organization. Broad experience and edu- 
cation increase this transferability of the human element in management. Rigid 
job funetions, seniority, and specialization decrease it. 

Chief executives consistently preach the need for exeeutives with a broad 
background while in practice their subordinates emphasize the employment of 
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persons with a currently desirable specialization. For instance, many chief ex- 
ecutives believe that a liberal arts edueation is preferable for training men who 
might become major executives, but the present strong market for specialists 
in engineering and accounting indicates that personnel flexibility receives little 
attention at the beginning level. 

Inereased complexity of organizations has created a necessity for further divi- 
sion of labor at lower levels of management while the scope of duties of higher- 
level executives has strengthened the demand for men with broad visions. Per- 
sonnel flexibility and specialization are obviously conjugate principles. Small 
firms by necessity are foreed to economize on the use of specialists and to de- 
velop more versatile executives. Larger firms devote much thought to formal 
executive development programs in order to enhance the transferability of 
personnel and to train potential major executives. The trend toward divisional 
organization and decentralization of authority has improved personnel flexi- 
bility, yet, segmentation and compartmentalization by specialities remains in 
highly organized firms. 

The development of the professional manager has not helped to increase 
personnel flexibility, Although in theory he is trained to be an administrator 
without a qualifying adjective as to kind, in practice he must concentrate on a 
particular phase for a number of years of employment. Even business schools 
emphasize functional training instead of training in basie areas of knowledge. 
It is not surprising then to find that after a number of years of specializing, a 
manager becomes, What Toynbee ealls, “lopsided” in his approach.® Re-training 


by means of “executive programs” and shifting personnel on a planned basis 
becomes desirable. Small firms often accomplish the same objective more gradu- 
ally by maintaining vis-a-vis relationships among all phases of management 
from the beginning of employment. 


Some techniques of the “seientifie manager” result in decreasing personnel 
flexibility. Funetional specialists, formalized job evaluation systems, rigidly 
defined departmental seetors, and standard operating procedures have adverse 
effeets upon developing versatile executives. The problem again is to evaluate 
the incremental returns of flexibility after considering its costs and to relate the 
results with the results of deeisions concerning other applications of flexibility. 

Organizational Flerbility: A fifth and fundamental application of flexibility 
involves that quality of an organization which enables it to adjust to changes in 
external and internal forees without losing the advantages of a rational, stable 
structure. Organizational flexibility differs from personne! flexibility; the former 
refers to the strueture and processes of group actions while the latter refers to 
the human element. Rach are closely related and are re-enforeed by the other. 
Organizational flexibility depends in part on excellent communications; per- 
sonnel flexibility depends partly on spontaneous cooperation among executives; 
both depend upon using informal organizations within the firm to supplement 
formal administrative plans. 

Formal organization ean be made flexible through advance planning. Maxi- 


“A J. Toynbee, A Study of History (New York: Oxford University Press, 1947) pp. 303 
304 


FLEXIBILITY IN MANAGEMENT 455 


mum effectiveness results from subtle personal relationships and sociological 
forces upon which cooperation is built. 

Certain current concepts of organization theory lead to rigidities of structure 
and processes. As such, they are conjugate principles relative to flexibility. 

Functionalization often conflicts with flexibility because it requires rigidly 
defined areas of specialization, It tends to build fenees around the performance 
of executives and to place their actions in compartments. As a firm grows, the 
ability to utilize specialists increases. Functions must be clearly defined to 
minimize gaps and overlapping in authority and responsibility. 

An approach conflicting with funetionalization lias proved to be effective in 
the management of some small firms. One chief executive explained an ex- 
treme opinion in an interview: 


If you had really sharp departmental lines, you would find people telling others that 
“Gt is none of your business” and “leave that to me.” Nobody is going to take that atti- 
tude if they don’t know themselves what their responsibilities are. I have felt that you 
get more cooperation from people if your organization is so set up where they have to 
cooperate to get along. 


While this approach to management has many obvious disadvantages it does 
provide an integrated approach to a firm’s actions especially valuable to a firm 
in adapting to completely new situations. Three conditions appear to be neces- 
sary for suecessful use of such an approach: (1) a very low turnover of execu- 
tive personnel with all knowing the modus operand: of the firm, (2) a high 


group morale among executives, (3) a strong, well-rounded top executive. 

The staff assistant with no formal functional speciality is another means by 
which a management can increase flexibility. This “assistant to” concept is an 
expedient means by which a group of miscellaneous functions ean be handled, 
It permits executives to specialize temporarily in a clearly defined project and 
to adapt quickly to new demands for executive attention, 

The development of status systems tends to decrease organizational flexibil- 
itv.'” The more rank-consciousness that develops, the less the organization is 
able to adapt to new forces which require a change in emphasis on functions. 

The small firm is typieally less worried with problems of consistency and is 
thus better able to avoid the strait jackets of titles. “Empires” typieally develop 
when a certain status accompanies the performance of a group of functions. 
These empires persist long after the relative importance of the functions has 
changed. For example, an organizational structure with a group of major execu- 
tives holding titles of “Viee-president in Charge of” creates a difficult: problem 
when the various functions change in relative importance. A more flexible or- 
ganization would encourage the allocation of rank on the basis of the current 
importance of speeifie functions. A firm of any size in a rapidly growing industry 
must weigh the advantages of a stable organization structure against an in- 
creased ability to meet changing situations. 

A “tall” organization is a third opposing factor to a flexible organization. The 


“See C. 1. Barnard, Organization and Management (Cambridge, Mass: Harvard Uni- 
versity Press, 1948) p. 240 
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number of levels in the hierarchy, resulting from emphasis on a limit to the 
span of control of executives, increases the lag between the recognition of a 
problem and the making of a decision. The effort to rationalize authority and 
communication in rigid channels ean increase the lead time for effeetive actions. 
Coneepts of decentralization and divisionalization used by large corporations 
increase organizational flexibility by “flattening out” the organization structure. 
The process of job enlargement in some firms confliets with the trend toward 
greater specialization and has increased administrative flexibility. 

Iiven in “flat” organizations, striet compliance with the principle of passing 
information through each step in the hierarehy will result in decisions being 
made less rapidly. Nevertheless, skipping channels is often considered a cardinal 
sin in organization despite the resulting loss of flexibility. Flow of information 
vertically through each level of the organization, moreover, causes a decrease in 
the accuracy of facets upon which top management bases its decisions. While 
all intermediate executives must be kept informed as to what is going on under 
their authority, some jumping of levels by the major executives will often im- 
prove the basis for poliey deersions. 

Iixcessive use of formal committees in an organization is a fourth eoneept 
which often deereases flexibility. Ad hoe techniques of group action have many 
advantages in securing better coordination. Time need not be spent in committee 
meetings merely because of a custom of holding periodic sessions. Encouraging 
exceutives to confer bilaterally and horizontally in organizational structure 
ean expedite cooperative thinking and limit the need for formal group relation- 
ships. Spot appointments for lunch in executive dining rooms, rides home, or 
other casual techniques can greatly increase coordination and at the same time 
maintain a flexible pattern whieh economizes on executive time. 

The concept of departmentation in organization may lead toward compart- 
mentalization of thought and a deerease in flexibility. Mary Parker Follett 
recognized this problem in the study of administration when she stressed “unde- 
partmentalized thinking.”!! While a complete review of the organizational strue- 
ture can vield high returns, an evolution of responsibilities can gradually bring 
the adjustments smoothly, quiekly, and effieiently. As executives meet new prob- 
lems, they naturally tend to develop responsibilities different from those with 
whieh they started. A dynamic leader will tend to seize authority rather than 
wait for it to be delegated. An organization strueture whieh stifles this initiative 
will alse stifle the desirable leadership qualities required in dynamie manage- 
ment, 


SUMMARY AND CONCLUSIONS 


Too often concepts of administration have tended subtly to decrease flexi- 


bility to the detriment of good over-all management. Flexibility is a coneept 
which should be analyzed earefully in the light of basie factors affecting the 
organization, Keonomic theory can provide some processes for this analysis. 


"OL Metealf and L. Urwick, Dynamic Administration: The Collected Papers of Mary 
Parker tt (New York Harper Bros 1940) ISS 
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Further research in the means of quantitatively measuring returns and costs of 
flexibility will make this analysis more useful. Careful qualitative study of 
applications of the concept point out the alternatives available to various spe- 
cialists in a business firm. The decisions of these specialists, however, must be 
coordinated by the elief executive after he has determined the desirable degree 
of flexibility for the firm as a whole. Unique adjustments of mutually conflicting 
concepts of management can be made through greater attention to the economics 


of administration. 


GOVERNMENTAL DEFENSE INDUSTRIAL ACTIVITY 
IN RELATION TO THE SOUTH! 


CHARLES Eb. MARBERRY 


Univeraty of Delaware 


Perhaps it is unnecessary to observe that, in the American economy, individ- 
uals as owners and/or managers of businesses make the decisions governing the 
location and development of industrial plants. The federal government has no 
specific responsibility or power to promote industrial development in any given 
region, except in the general national interest. Nevertheless, the federal gov- 
ernment does exert an important influence on economic development through 
wage legislation, social security programs, tax policy, high-level spending, re- 
source and area development programs, and other policies. These programs, 
although intended to promote the national interest, may have a differential im- 
pact on various regions of the country. 

‘This artiele will be concerned with the impact of seleeted federal policies deal- 
ing with the loeation of defense industrial activity in the Korean and immediate 
post-Korean period * The policies considered here will inelude (a) the placement 
of defense procurement and (by) the awarding of certifieates of accelerated tax 
amortization, 

In a general sense, the federal government’s policy was to minimize the gov- 
ernmental construetion of industrial facilities in the Korean and post-Korean 
period, however, various inducements were provided in the Defense Production 
Act of 1950 to encourage expansion by private ownership of capacity “necessary 
for national defense.’ According to the Fourth Quarterly Report of the Office 
of Defense Mobilization, which is the ageney responsible for the administration 
of the Defense Production Act, “the most important of these devices is ae- 
celerated tax amortization, which enables a varying portion of plant costs to be 
written off for tax purposes at the accelerated rate of 20 percent annually.”* The 
normal period of tax depreciation for most plants would be 20 to 25 years, as 
compared with the 5 years authorized under rapid amortization. 

The statement of general policy controlling the expansion of the industrial 
production base for defense purposes was ineluded in the National Manpower 


‘This article is an expanded revision of a paper, “Governmental Defense Industrial Ac- 
tivity in Relation to Arkansas,” read at the 1956 meeting of the Southern Eeonomic Associa- 
tion, Research for the paper was conducted while the author was on the faculty of the 
University of Arkansas and was sponsored by the Bureau of Economie and Business Research 
of the University of Arkansas 

* Quantitative data cover the period through the end of fiseal 1956, or as otherwise noted. 
This is the penod of most rapid expansion of defense industrial activity 

* The various inducements employed by the government ineluded. accelerated tax amorti- 
zation, purchase and resale of vital maternals, direct loans to business, loan guarantees, com- 
muitments to purchase at specified floor prices, and financing of part of the cost of exploration 
for minerals 

*Page 12 of that report 
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Mobilization Policy issued by the President on January 17, 1951. Seetion 7) 
of the policy provided that: “Production will be scheduled, materials allocated 
and procurement distributed with careful consideration of available man- 
power. Whenever feasible from an economic and security standpoint, production 
facilities, contracts, and significant subcontracts will be located at the sources 
of labor supply in preference to moving the labor supply.”® Under this poliey, 
it is very clear that the availability of labor was to be an important determinant 
of location, “whenever feasible from an ceonomie and security standpoint.’® 

Let us consider first the effects which such a policy might be expected to have 
on the South.? On superficial examination, it would seem that a policy govern- 
ing defense industrial location and procurement whieh emphasized the avail- 
ability of labor would have been of greater benefit to the South than to other 
sections of the country. In the South, the rate of population inerease has been 
significantly below the national average, and three states—Alabama, Arkansas, 
and Mississippi—actually lost population. Furthermore, as shown in Table I, 
the failure of the South to keep up with the national rate of increase was not 
due to a lower birth rate but was caused by people moving out of the area (in 
all states except Florida which experienced in-migration). Therefore, from the 
viewpoint of reducing the migration of labor supply through the location of 
plants and jobs at the sources of labor, the government's policy would have been 
expected to result in the location of contracts and plants in the South. 

However, the South did not participate in defense expansion and procure- 
ment on a ratio proportional with its population.* As a rough measure of partici- 


“In the same vein, the House Committee on Banking and Curreney in reporting out 8S. 349 
(Defense Housing and Community Facilities and Services Act of 1951, PL 139) indicated: 
“Your committee feels that in the placing of defense orders and the location of defense 
plants consideration should be given to existing labor and housing supphes so that, insofar 
as practicable, the need for new housing and community facilities and services will be moni 
mized.” (House Report 795, Aug. 6, 1951.) 

"Consideration of feasibility from the “security standpoimt” involves the question of in- 
dustrial dispersal. The federal government adopted a National Industrial Dispersion Poliey 
in Angust of 1951. It might be expected that the dispersion of industry would have led to 
many sections of the South being favorably considered as sites for the location of defense 
industrial facilities. However, little attention was paid to promoting national security through 
industrial dispersion. See, Commission on Intergovernmental Relations (Meyer Kestnbaum, 
chairman), A Staff Report on Col Defense and Urban Vulnerability, 1955, pp. 20-21 

* For purposes of this article, the area designated as “the South” includes the following 
eleven states: Alabama, Arkansas, Florida, Georgia, Kentucky, Louisiana, Mississippi, North 
Carolina, South Carolina, Tennessee, and Virginia. The same designation was used in Se- 
lected Materials on the Economy of the South, 84th Congress, 2nd Session, Senate Report 
2830 

"Tt might be argued that defense industrial activity should be related not to total civilian 
population but to the industrial labor force. This argument, however, seems to beg the 
question and simply states that industry should be located where industry is. The question 
which is involved is “Where should defense industrial activity be located?” And the stated 
policy was that it should he located “at the sourees of labor supply.” 

In the same vein, it might be argued that population simply is not a sufficient consideration 
since it is necessary for the population to have skills and other necessary characteristics. How- 
ever, this point, although somewhat more valid, does not consider that the persons who 
migrate must either have or aequire these necessary abilities in order to work in industry, 
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: TABLE I 
CIVILIAN POPULATION CHANGES IN THE souTH, 1950-1955! 
AND NET CIVILIAN MIGRATION, 1950-1954? 


Civilian Population 
‘thousands ) 
Net Migration Percent 
al Percent Change April 1950 to Natural 
April 1950 1950 to 1955 July 1954 =| Growth 
July 1955 (thousands) | 1954 
Number 
Number Total 
United States | 149,654 162,284 | 1,233 
South 31,438 42,700 —1,191 
Rest of 118,106 120,404 49.6 2,424 
Alabama 3,053 3006 6 —277 
Arkansas 1, 90S 1,770 | —247 
Plorida 2,729 3,304) 330 
Georgia 4,402 3,539 —147 
Kentucky 2,913 2,048 : —176 
Louisiana 2,670 2,2 30 
Mississippi 2,164 2,085 — 231 
North Carolina 4,014 | 4,190 —170 
South Carolina 


th 


—128 
—48 


te 


3,399 
3,421 


‘Tennessee 
Virginia 


~ 


| 
| 
2,226 —67 


' Source: Bureau of the Census, Current Population Reports, Series P-25, Nos. 125 and 
Pat) 

* Source: Selected Materials on the Economy of the South, SAth Congress, 2nd Session, 
Senate Report No. 2830, p. 6. 


If they have the skills, then the areas from which they migrate would have been qualified 
for industrial activity. If they do not have the skills, does it matter im which area they ae- 
quire them? Also, persons moving between jobs (from civilian to defense) within areas must 
either have or aequire any necessary new abilities. 

Lastly, at might be argued that, in the South, population is too spread out to provide an 
adequate labor supply. In some areas of the South, this observation would, of course, not be 
true; however, for those areas where it maght be thought to apply, it should be remembered 
that labor travels considerable distance by automobile for job opportunities. Thomas H 
MaeDonald, Commissioner, Bureau of Puble Roads, testifving on the need for steel in the 
road program, pointed out a ease which was apparently considered as not at all unusual: “We 
took an analysis of the labor supply for one of the most sensitive defense plants. We found 
that out of 13,000 emplovees in Indiana, by the way, less than one-third came from within 
the metropolitan area uomediately surrounding, and that the labor on the payroll eame from 
as much as S86 miles away, that is, labor is traveling by motor vehicle.” Defense Production 
Act Progr Report No M7, ASU 

Also, the Libor supply may be larger than surveys indicate. A specific ease in pomt oc- 
eurred in Arkansas during World War IL. The government, anticipating a shortage éf housing 
and community facilities as a result of a survey of labor needs and labor supply at a newly 
construeted aluminum refining plant near Benton, Arkansas, constructed a community (Pine 
Haven) contamimg 3,700 housing units; however, less than one-hird of the units were oe- 
eupied. “The most frequent explanation is that the local labor supply proved to be larger 
than estimated by the survey. See, Aluminum, Bureau of Economie and Business Research, 
University of Arkansas 

For the above reasons, the author beheves that it is most meaningful to relate defense 
industrial activity to total civilian population. 
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pation in procurement, the South with 21.0 percent of total U.S. civillan popula- 
tion in 1950 received only 6.6 percent of the almost $101 billion net value of 
military prime procurement contracts awarded in the United States, and dis- 
tributable by states, between July 1951 and June 1956." As shown by Tables I 
and I], the southern region, and every state in that region, shared less than in 
proportion to population in the awarding of defense procurement prime con- 
tracts. Furthermore, in the expansion of defense industrial facilities under cer- 
tificates of rapid amortization, the South had only 1,343 appheations certified 
between October 1950 and December 1955; this was 7.9 pereent of the national 
total distributable by states of 16,976 certifications. Also shown in Table IL, the 
allowable total value of the southern facilities constructed under these eertiti- 
cates was approximately $3 billion or 14.1 percent of the some $21 bilhon 
awarded in the United States and distributable by states. Considering the por- 
tion of the newly eonstrueted facilities which was actually eligible for rapid 
amortization, the southern share was less than $2 billion or 13.6 pereent of the 
naticnal total distributable by states of almost $13 billion, 

Examining the participation in rapid amortization by the individual states of 
the South, it is found that all states with the exception of Florida and Louisiana 

shared less than in proportion to their populations. For Florida, the allowable 
total value of certified facilities was a slightly greater pereentage of the national 
total than Florida’s percentage of total population; however the portion of the 
Florida facilities eligible for amortization was the same share of the national 
total as Florida’s population, Louisiana, on the other hand, did participate sub- 
stantially more than in proportion to its population both in allowable total value 
of certified facilities and in the proportion of those facilities eligible for ameorti- 
zation. From Table 1, it will be noticed that Florida and Louisiana are the only 
two states in the South which have experienced a rate of population inerease 
greater than the national rate of increase for the period 1950-1955, and they 
are the two states with the best records in terms of migration of population for 
the period 1950-1954. For Florida, the population increase was undoubtedly con- 
trolled by other considerations (e.g., climate); however, for Loursiana, the loea- 
tion of defense industrial facilities did improve economic opportunities and 


probably contributed significantly to the reduction of out-migration of popula- 


tion. 

Nevertheless, it seems clear that the South as an area shared less than in 
proportion to its population both in defense procurement and in the expansion 
of the defense industrial base. Furthermore, this occurred despite the fact that 
the poliey proposed to locate defense industrial activity at the “sourees of labor 
supply,” and the South experieneed an out-migration of population in the pe- 
riod 1950 through 1954. The reasons for the diserepaney between the stated 

*Por most contracts with manufacturers, the location of prime contracts indicates the lo- 
eation of the plant where the final product will be assembled. Therefore, in referring to 
prime contracts only, the reports of location do not reflect the very substantial amount of 
subcontracting However, despite the fact that the location of prime contracts does not neces- 
sarily show total defense procurement activity, it does provide the best available evidence 
of a state's share in this type of spending 
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TABLE II 


PARTICIPATION IN MILITARY PROCUREMENT AND RAPID AMORTIZATION 
IN THE SOUTH, SELECTED PERIODS 


July 1951- June 1956! October 1950-December 1955 


Military Procurement Facilities Certified for Rapid Amortization 
| 

| 


| | Allowable Total Value? Eligible for Amortization* 


Amount of 


| (thousands) | Total 


% of | 
Kean Total Amount % of | Amount | % of 
(thousands) Total | (thousands) | Total 
United States 100,585,697 100,016,976 100.0) 21,001,294 | 100.0 12,993,442 100.0 
South 6,653,510 6.6 1,343 2,958 14.1 1,772,881 
Rest of U.S. 93,952,187 93.415,633 92.1 18,042,317 85.9 11,220,561 
Alabama 655,349 172 305,466 1.5 174,836 
Arkansas 193, 242 62 4 | 117,613 6 90 005 
Florida 350 855 142 420,855 y 229,070 
Georgia 1,497 190, 720 103,521 
Kentucky 251, 336 10. 215,614 1. 137,414 
Louisiana 721,056 178 715,160 AG 480 
Mississippi 226, 660 61 168,722 93,489 
North Carolina 968 S11 175 223,468 130, 585 
South Carolina 204 63 62,005 35,193 | 
"Tennessee 622,530 j M3 286,161 166, 148 1.3 
Virginia 882,334 9 122 252, 293 2 | 132,573 | 1. 


' Source: Office of the Assistant Secretary of Defense (Supply and Logistics), release 
of October, 1956. Data include prime contracts distributable by states (see footnote 9). 
Data separating military procurement from construction were not available until July 
1951; however data on the combined eategory, military procurement and construction, for 
the period July 1950 through June 1956 showed essentially the same results 

2? Source: Office of Defense Mobilization. Allowable total value refers to the amount 
certified after deducting disallowable items (e.g., land, administrative facilities, and re- 
placement of existing facilities) from the total amount applied for, Also, data here exelude 
those facilities which are not confined within a state area (e.g., railroad rolling stock, power 
transmission lines, oil and gas pipelines, and others). For the entire United States, in- 
cluding the at large items, the allowable total value of facilities certified was $32,550,588 000 
of the $35,611,734,000 total value applied for. 

* Source: Office of Defense Mobilization. Eligible for amortization refers to the amount 
(distributable by states) which is attributable to national defense purposes and is, there- 
fore, eligible for rapid amortization for income tax purposes. Total eligible amortization 
in the United States, including at large items, was $19,463,470,000 for the period covered 
here. The percentage of allowable total value which was eligible for rapid amortization, 
on the average, for the U.S. was 61.9 pereent. In the South, it was 59.9 percent, and for 
the rest of the UL S., it was 62.2 percent. 


governmental poliey and the realized results in the South is the subjeet of this 
article, 
LABOR SURPLUS AREAS 


The programs by which the federal government attempted to implement its 
pohey objective of locating defense industrial activity at the “sources of labor 
supply” were developed under Defense Manpower Policy No. 4 issued by the 
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Office of Defense Mobilization on February 7, 1952.'° The original programs 
developed under DMP No. 4 were concerned primarily with problems arising in 
the conversion from civilian to military production.’' Labor-market areas, in 
order to qualify for preferential treatment in governmental procurement, had to 
be certified as a “labor-surplus area” containing skills and facilities which might 
be used for defense production work on governmental contracts.'* 

On November 5, 1953, Defense Manpower Policy No. 4 was revised.!® Whereas 
the original poliey had been limited in its application to labor-surplus areas with 
substantial facilities and skills, the revised policy extended procurement prefer- 
ence to all areas classified as “labor-surplus” by the Department of Labor." In 
addition to changing the policy, on the distribution of defense procurement con- 
tracts, the revised policy provided for a new rapid amortization procedure which 
was intended to encourage the location of new defense industrial facilities in 
areas of “chronie” labor surplus.’® This latter revision of the policy provided 
that defense facilities located in areas of “chronic” labor surplus could qualify 
for an additional amount of amortization above the normal pereentage allow- 
able for the particular type of facility. In other words, the construction of de- 
fense industrial facilities would be attracted into “chronic” labor-surplus areas 
beeause a higher-than-normal pereentage of the cost of any given faeility could 
be amortized in these areas. The intent of the revised policy was described by 
Dr. Arthur 8. Flemming, Director of the Office of Defense Mobilization :'* 


“32A CFR CH 1, DMP 4. Prior to the issuance of DMP 4, various letters and directives 
were issued by the responsible governmental agencies “to pay particular attention to the 
availability of manpower, in letting defense contracts.” See, Director of Defense Mobniliza- 
tion, First Quarterly Report CApml 1951), p. 26, Second Quarterly Report, pp. 28 29, and 
Third Quarterly Report, p. 25. 

* Testimony of Dr. Arthur 8S. Flemming in Defense Production Act—-Progress Report No 
18, Hearings before the Jomt Committee on Defense Production. These Hearmgs are here- 
inafter cited as DPA-Progress Report. 

* Preferential treatment was provided in that supphers located in labor-surplus areas 
were permitted to rebid at a price which would match the bids of the low bidders and thus 
obtain the contracts (provided that their orginal bids must be no more than 20° percent 
higher than the bid of the low bidders). Also, portions of procurement were “set-aside” to be 
let im labor-surplus areas, Certain industries—textiles, shoes, and apparel—were exempt 
because the problems in these industries were to be handled on an industry-wide basis 

"18 FR 6995, November 5, 1953. 

“The new pohey eliminated “bid-matching” procurement, but relied more heavily on 
’ This method of distmbuting procurement to Jabor-surplus areas was, ip turn, 
expanded to include a greater number of contracts. 

The availability of labor had been considered as an important requirement for rapid 
amortization during the entire period of defense industrial expansion, See, ODM, Second 
Quarterly Report, July 1, 1951. 

 DPA-Progress Report No, 2? (1954), p. 142. The revision of DMP 4 introduced into the 


‘ 


‘set-asides 


policy the idea of “assistance” to “ehromeally distressed communities.” Nevertheless, the 
administration of the program was still based on the broad poliey objective of locating de- 
fense industnal activity at the “sources of labor supply.” 

This revision of DMP 4 is particularly important because the programs developed to 
admunister the poliey and the results obtained from its operation serve to indicate possible 
consequences of “depressed area” legislation, if a bill similar to most of those introduced 
into recent Congresses should be enacted into law. 
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: 

Obviously, the polley was not designed as a cure for unemployment in any community. 
However, it has been of some aid to distressed areas not only by helping to provide 
employment but more fundamentally by acting as a eatalyst for community efforts to 
solve the problems that led to distress. The revised poliey more frankly faces the problem 
of most of the ehromeally distressed communities 

In large part they are one-industry towns which have been bypassed in the growth 
and rapidly changing technology of our economy, Their need is not just contraets to 


eceupy existing faeilities; promarily it is the expansion and diversification of their 


economies through the ereation and development of new industmes. In the revision of 
DMP 4 this need was recognized and various kinds of techmieal assistanee—sueh as that 
given by the Small Business Administration—were ineluded. The job of community 
development is primarily one which calls for loeal initiative. The States and the Federai 
Government ean foster this initiative and bring to bear on local problems the great re- 
sourees of knowledge and help at their command 


The objectives whieh the revised Manpower Poliey No. 4 hoped to accomplish 
seem: desirable. This article, however, is not concerned with an evaluation of 
the objectives of the poliey. Assuming that the objectives are desirable, the 
methods of implementing the poliey left much to be desired if the intent were 
genuinely “to put the work where the workers actually are at a particular time’! 

It would seem that a program whieli was intended to encourage the loeation of 
defense industrial facilities in “ehronie” labor-surplus areas would have re- 
sulted in plants being located in southern states whieh were experiencing an out- 
migration of population that is, they were states with a “chrome” surplus of 
labor. However, as shown in Table TV, the extent of the new rapid amortization 
program had not assumed significant proportions by the end of fiseal 1956, and 
even to the limited degree to whieh it did operate, the program had no signifi- 
eantelicet on the southern states with the greatest out-migration of population 
Alabama, Arkansas, and Muississippt Only one southern state— North Carolina 

recerved significant assistance from both the labor-surplus procurement (Table 
Hil) and the higher-than-normal pereentage amortization (Table IV) features 
of the program. Preference going to North Carolina was due in large part to de- 
pressed conditions in the textile industry; all of the higher-than-normal per- 
contage amortization assistance gomp to the state was placed in the Asheville, 
Durham, or Winston-Salem areas. 

In addition to the limitations imposed by the modest extent of the program, 
there were two major defierencies in the implementation of the policy insofar as 
most of Che southern states were concerned: (1) it failed to give adequate atten- 
tion to stialler unelassified labor-market areas, and (2) it did not consider 
underemployment as well as unemployment. The seeond deficiency of the pro- 
gram tay have contributed in part to its modest extent, since the failure to 
consider underemployment tends to underestimate the degree of total economic 
unemployinent 

(1) Labor market areas. Considering first the question of labor-market areas, 

"The overall manpower mobilization objective was suecintly summarized in this man- 
ner by Dr. Flemming. DPA-Progress Report No. 26, p. 32 
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TABLE III 
NET VALUE OF MILITARY SUPPLY PROCUREMENT ACTIONS OF $25,000 on 
MORE! IN LABOR-SURPLUS AREAS, MARCH 20, 1952-mMarnen 31, 1956 


Total Placed in Areas Placed as a Result of Preference? 


“ of Total | Amount 


Amount (thousands) 
(thousands 


of Total 
All States? $3,970,077 100.0 $102,386 100.0 
States in South 197,721 5.0 7,568 7.4 

Alabama 15,723 4 GOs 10 

Arkansas 166 | none 

Georgia 1,051 2s 

Kentucky 9,570 2,327 

Mississippi none 

North Carolina 119, S01 3,520 

South Carolina 365 none 

‘Tennessee 26,808 422 

Virginia 24,159 27: 

Others none none 


Source: Compiled from data released by the Office of the Assistant Secretary of Defense 
(Supply and Logisties). 

' Data refleet the ‘‘value of new awards and contract increases minus the value of con 
tract terminations and decreases.’’ The Department of Navy includes contracts of $10,000 
and over. Contracts awarded to the textile industry are excluded since they were handled 
on an industry-wide basis. 


2? Net value of procurement actions for the period that labor markets in each of the 
” 


individual areas were designated as “labor surplus 
* Thirty-five states plus Hawai and Puerto Rico. 


TABLE. IV 
HAPID AMORTIZATION, INVOLVING HIGHER THAN NORMAL PERCENTAGES, 
CERTIFIED POR FACILITIES TO BE LOCATED IN CHRONKE 
LABOR SURPLUS AREAS THROUGH JULY 1, 1956 


bstimated No Estimated Cost of Average Average 
Number of of Additional Facilities (thou Normal Percentage 
Employees sands Percentage Certihed 


Certifuates 

All States! 3,756 $225 065 70.8 

States in South i 3,62: 42.2 O12 
North Carolina 12 3,33: 37 S75 108 65.0 
Virginia 4,327 1000 65.0 
Others none 


Source: Compiled from data released by Office of Defense Mobilization 

Sixteen states received these certificates. The states and the number of certifientes 
received were: Indiana (1), Lowa (1), Kentucky (1), Maryland (2), Massachusetts (1), 
Michigan (3), Missourt (2), New Jersey (1), New York (2), North Carolina (12), Ohio (1), 
Pennsylvania (22), Rhode Island (6), Vermont (1), Virginia (1), and West) Virginia (2) 
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we find that the Department of Labor makes continuing investigations of labor- 
market areas, classifying them “according to uniformly applied eriteria.”'* This 
classification considers employment and unemployment levels, employer hiring 
plans, and other factors affecting the condition of the employment level in the 
areas. The Department of Labor limits its reporting to “major” labor-market 
areas and also includes certain “smaller” areas when these “smaller” areas fall 
in the “eurrent or imminent labor-surplus” classification. For purposes of this 
article, the important consideration is that the smaller areas must have an esti- 
mated labor foree of at least 15,000, an estimated nonagricultural wage and 
salaried employment of at least 8,000 and must not be primarily a trade or serv- 
ice city. Further, these “smaller” areas are surveyed only when the Department 
of Labor is requested to make a special survey. 

Let us first consider the effect of the labor market designation on defense pro- 
curement. Early in the administration of Manpower Policy No. 4, it was recog- 
nized that the poliey, limited to classified labor markets, occasionally hurt busi- 
ness in small areas which were not subjeet to classification. The remedy for this 
failure of the policy was to exempt such areas from the application of the poliey 

that is, ifa firm in an unelassified area were to submit the low offer on a nego- 
tiated contraet, it would get the contraet.’” However, even with this adjustment, 
“set-aside” 


the program still diseriminated against unclassified areas since the 
portions of contraets were removed from their participation. Furthermore, this 
change of policy attempted to solve the problem of these areas simply by ig- 


horing. it. 

In addition, the seleetivity of the poliey of ignoring areas too small te classify 
in the placement of procurement was such that the program diseriminated in 
greatest part against those regions of the country which are relatively under- 
developed industrially and without urban concentrations. The policy was geared 
to the utilization of labor resourees in areas which were already developed in- 
dustrially, and it gave little attention to seetions of the nation which were in 
transition from predominantly agricultural to a more balanced agricultural- 
industrial economy. Ina labor-market area with little industrial development— 
perhaps with only a few small plants or one large plant—it would be unlikely 
that nonagricultural employment would be as high as an 8,000 figure. This type 
of labor-market area would probably be found to be typical in many areas of 


the South 7 


* Bureau of Employment Security, Criteria and Procedure Used in Classification of Labor 
Market Areas (Jan. 26, 1954) and Criteria for Classification of Areas of Substantial Labor 
Surplus (Group (Nov. 3, 1953). 

* DPA-Progress Report No. 26, p. 22. 

“An attempt was made to verify this hypothesis by comparison between the imdustral 
North and the South of the populations of smaller labor-market areas which were admitted 
to classification in the period May 1954 through January 1956; however comparison was 
found to be impracticable for two reasons: (1) beeause of the extreme flexibility in’ the 
geographical size of areas designated as a labor-market area and (2) because of lack of evi- 
dence to show whether or not the areas admitted to classification already contained similar 
amounts of industrial development and therefore similar population sizes 

The evidence which was examined showed that among the smaller labor-market areas 


- 
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In July of 1955, the Office of Defense Mobilization attempted to correct this 
weakness of the program by providing that firms located in unelassified areas 
might participate in set-asides by obtaining from their local Employment Se- 
curity Office a certificate that “a substantial labor surplus exists in the area,’”*! 
This certifieate becomes a part of the firm's bid, and a new certifieate must be 
obtained for each bid. Through September 15, 1956, nineteen certifications had 
been issued by local Employment Security Offices in seven states.** One of the 
certifieates—in Tracy City, Tennessee—was issued in the South. The program, 
even in its revised form, contained additional red tape—the need to obtain 
certificates with a new certifieate required for each bid—which continued to 
discourage bidding by firms located in unelassified areas. 

Let us now turn to a look at the effeet of the “labor-market problem” on the 
expansion of defense industrial facilities through rapid tax amortization. Here, 
again, the government's poliey discriminated against industrially underdeveloped 
areas without urban concentrations. This discrimination resulted for the same 
reasons—that is, these areas could not meet the necessary requirements to 
qualify as even a smaller, classified labor-market. 

There was also a late correction of this deficrency. Beginning on September 
1, 1956, the Office of Defense Mobilization authorized the certification for 
higher-than-normal percentage amortization in areas too small to classify, if 
local Employment Seeurity Offices indicated the existence of a condition of 
“ehronice” labor surplus. Under this change, one rapid amortization certificate 
had been issued in the United States—in Ohio—through November 27, 1956.** 
This change in the poliey eame too late to be of assistance to most labor-market 
areas which are too small to classify, sinee the list of ODM’'s open expansion 
goals eligible for rapid amortization had been considerably reduced by 1956. 
Furthermore, insofar as many areas of the South were concerned, there was 
another serious deficiency in the implementation of the policy of loeating de- 
fense industrial activity at the sourees of labor supply. 
which were surveyed and classified in the industrial North, the one with the least population 
had 36.500 (Pennsylvania) and the one with the largest population had 274.000 (New Jersey). 
In the South, the area with the smallest population admitted to classification was 42,000 
(Georgia) and the largest 235,000 (Tennessee). However, this small labor market with the 
largest population in the South, which was classified at 235,000 «1 May 1954, was reclassified 
to include a greater geographical area with 278,000 population im the labor market in July 
1955. The average size of the 22 areas in the South admitted to classification was 2,900, 
while the average size of the 46 areas in the North was $2,400 

“20 FR 5422, July 29, 1955. Amendment to Paragraph 1.2, Section IV, DMP 4 

* New Mexico (8), Maine (4), Nebraska (3), Hhnois (1), Indiana (1), Tennessee (1), and 
Texas (1). No data are available to indicate whether or not the firms obtaiming these certifi- 
cates actually received the contracts on which they bid) Data supphed by Bureau of Em- 
ployment Security. 

*This certification, located in Monroe County, Ohio, involved a $90 million aluminum 
plant which was expected to provide 2,000 new jobs. The facility was eligible for rapid 
amortization on 75 percent of the plant cost rather than the normal 50 percent for this 
type of faeihty. Data supphed by Bureau of Employment Security. 

The activities of Monroe County in its community improvement program are reported 
in Rural Development Program News, No. 8, Department of Agneulture, May, 1956. 
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(2) Labor surplus. The other deficieney of the program, from the viewpoint 
of many areas of the South, was the faet that the determination of a condition of 
labor surplus did not take into consideration underemployment as well as un- 
employment. Since location of defense industrial activity was to be controlled 
by availability of labor supply as shown by the existence of “labor surplus,” 
the methods of determining “labor surplus’? will have a large effeet on the 
operation of the programs. Many areas of the South, although losing population 
between 1950 and 1954, did not have a serious condition of definitional un- 
employment. Many southern workers were engaged in marginal, or even supra- 
marginal, activities in terms of eeonomie opportunities in the region, but these 


same opportunities were sub-marginal in terms of the total economy. Therefore, 


migration occurred without these workers ever falling into the classification of 
definitional unemployment and thereby creating a condition of “labor surplus.” 

If the government's polley were genuinely intended to locate defense industrial 
activity at the “sourees of labor supply,” then eonsideration should also have 
been given to areas where underemployment existed—that is, the annual pro- 
ductivity of either the marginal or average worker is such that per eapita 
income is significantly below the national average. States with low per capita 
incomes——which is true of most southern states—-have a potential supply of 
labor from the ranks of the underemployed?! By ignoring the condition of 
underemployment, the government's policy tended to diseriminate against the 
development of those areas whieh were experiencing depressed agricultural 
conditions and were transitional between predominantly agricultural and more 
balaneed ceonomies. Technological change, occurring in the better developed 
sections of the country, resulted in unemployment, and this in turn gave prefer- 
ence to these areas in government procurement and the loeation of defense 
industrial facilities. 

Disregarding the eause of the deeline of the various types of economic activity, 
it seems clear that, from the viewpoint either of the individuals concerned or of 
the total economy, there was little eeonomie difference between declining in- 
dustrial activity in various industrialized seetions and declining smiall-seale 
farming in many southern seetions of the country. Both of these activities in- 
volved the individual in pursuits whieh paid him a low real income on an annual 
basis. Secondly, individuals in both activities contributed littl: to the total 
economy in terms of their annual productivity. 

This artiele is not arguing that areas of “ehronie” labor surplus in industrially 
developed areas should not have been given consideration in the placement of 
defense procurement and in the loeation of defense industrial facilities.** It dees 

“Tn 1955, the six states with the lowest per-capita incomes were allin the South, and most 
of the southern states were in the lowest fourth on this basis. Average per-capita income in 
the South was not quite two-thirds that of the rest of the country. The southern state with 
the highest per-capita income CFlonda) ranked 24th among all states. Selected Maternuls on 
the Beonomy of the South, pol 

It would be well to mention again that, although the original DMP 4 was limited im its 
appheation to labor-surplus areas with substantial facilities and skills for performing de 
fense work, the revised poliey extended preference to all areas classified as labor surplus. If 
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argue that other areas met essentially the same criteria, if consideration had 
been given to the fact that these areas had not vet developed industrially, and, 
as a consequence, their availability of labor supply would be found as under- 
employment rather than unemployment. The conelusion seems ineseapable that, 
under Manpower Policy No. 4, both the placement of defense procurement and 
the programs determining the issuance of rapid amortization eertifieates, al- 
though of assistance to some areas of the South, did not benefit the South to the 
extent which might have been expected from the stated objeetives of the poliey. 
This failure to meet expeetations arose both from the nature of the labor-market 
designation and from the coneept of “labor surplus” utilized. 


CONCLUSION 


In conclusion, two points are found to be of major importance from the analy- 
sis of governmental defense industrial aetivity in relation to the South. 

First, in the nature of a summary of this artiele, the southern region did not 
participate in defense procurement and rapid amortization in proportion to its 
population. The failure to participate in defense procurement cannot, of course, 
be attributed entirely to the deficiencies of the program, since contracts cannot 
be awarded to non-existent bidders, and there is no evidence to demonstrate that 
southern businessmen attempted to participate in this type of aetivity to the 
same degree as producers in other areas.“® Nevertheless, the deficiencies of the 


program did tuake it more diffiealt for many bidders in the South. In regard to 


rapid amortization, however, the implementation of the poliey failed more 
directly to give adequate attention to the possibilities for the loeation of de- 
fense industrial faeilities in the South, 

The two major deficiencies of the program, insofar as most southern areas 
were coneerned, arose as a result of (1) the method of designating labor markets 
and (2) the eoneept of labor surplus utilized. In addition to these shortcomings, 
the program of encournging the location of defense industrial facilities in areas 
of chrome labor surplus never did assume significant proportions. The “labor- 
market problem” was not a weakness of the program which was restricted ex- 
elusively in its Impaet to the South. The method of designating labor markets 
tended to discriminate agaist all regions of the country which lack urban and 
industrial concentrations. Tt just happens that this type of labor market is 
rather typical in many southern areas. The coneept utilized in measuring “labor 
surplus,” however, did diseriminate ino greatest degree against the southern 
region, since this is a low-ineome region. The failure to consider underemploy- 
ment as well as unemployment resulted in an understatement of the degree of 
economme unemployment in the South, 

a broader concept of labor productivity had been utilized —and the significant pomt of un- 
emplovment (surplus of labor) as luck of productivity—then many areas in the South would 
have qualified as having a labor surplus 

"This point was carefully developed by Mr. Charles M. Stephenson of the Tennessee 
Valley Authority who served as an able discussant of the author's paper at the Southern 


Reonomic Association meeting 
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The second point, in the nature of a forecast, is that unless a method is devel- 
oped for incorporating underemployment into the concept of unemployment, the 
South cannot expect to participate on an equitable basis in any “depressed 
area” legislation which may be passed by the federal government. Recent bills 
introduced in Congress have usually defined “depressed area” in terms of chronic 
unemployment. Chronie underemployment, however, is the problem which, al- 
though found in some other scattered areas of the country, has long plagued 
the South and has resulted in the out-migration of population. Certainly, atten- 
tion should also be devoted to this problem which can to a large degree be 
broadly classed as the southern economic problem. 

As was pointed out in the opening paragraph of this article, the federal 
government has no specifie responsibility or power to promote industrial de- 
velopment in any given region, except in the general national interest. The 
ultimate responsibility for economic development in any given region rests upon 
the people of the region and depends upon the community programs which they 
develop. However, if federal legislation and programs are going to supplement 
and, in Dr. Flemming’s words, “act as a catalyst for community efforts to solve 
the problems that led to distress,” then these policies and their administration 
should be flexible enough to take into consideration the various economie cireum- 
stances and their causes in the different regions of the country. 


COMMUNICATIONS 
NOTES ON THE BARGAINING PROBLEM 


In a recent paper! H. M. Wagner has argued that the only way of deriving 
a determinate solution for a bargaining situation‘is by means of introducing 
“fairness” considerations or similar moral criteria. In the case of Nash's theory 
of bargaining in particular, Wagner claims that two of Nash’s axioms (pre- 
sumably axioms 7 and 8 of Nash’s 1950 paper, or equivalently axioms V and IV 
of his 1953 paper)* have the nature of moral postulates, rather than the nature 
of assumptions about the actual behaviour of rational bargainers. As similar 
views were earlier expressed by other authors,® and as the issue is crucial for 
the theory of bargaining, I should like to use this opportunity, first of all, to 
make some comments on this problem. Then, I propose to deal with Wagner's 
criticism of Zeuthen’s bargaining model, and with his objections to my proof 
of the mathematical equivalence of Zeuthen’s and Nash’s theories.4 

I now propose to show that there is no need for invoking moral considerations 
in connection with Nash’s axioms. The first of the two axioms in question in 
fact expresses an important structural property of the actual bargaining pro- 
cess: as has been pointed out by Nash, it expresses the fact that in bargaining 
the range of the possible alternative deals considered by the two bargaining 
parties is continually narrowed down more and more so, that in the end any 
proposed deal has to compete only with close alternatives but not with the 
more remote alternatives already rejected by the bargaining parties at earlier 
stages.” 

Nash's other axiom is a symmetry postulate. It expresses the idea that in a 
perfectly symmetric bargaining situation involving two rational players neither 
player will be prepared to give his opponent better terms than he is given him- 
self by the latter. This mechanism will tend to give rise to a symmetric solution 


“A Unified Treatment of Bargaiming Theory,” in this Journal, April 1957, Vol. XXIII, 
pp. 380-397 

7 See J. Nash, “The Bargaining Problem,” Econometrica, 1950, Vol. 18, pp. 155-162; idem, 
“Two-Person Cooperative Games,” Econometrica, 1953, Vol. 21, pp. 128 140 

"Cf Raiffa, “Arbitration Sehemes for Generahzed Two-Person Games,’ 
tions to the Theory of Games, Vol. I, ed. by H.W. Kuhn and A.W. Tucker, Princeton, 1958, 
pp. 361-387; and R. B. Braithwaite, The Theory of Games as a Tool for the Moral Philoso- 
pher, Cambridge, 1955. 

*See J.C. Harsanyi, “Approaches to the Bargaming Problem Before and After the Theory 
of Games: A Critical Diseussion of Zeuthen's, Hicks’, and Nash's Theories,” Econometrica, 
April 1956, Vol. 24, pp. 144-157 

®See Nash, 1953, p. 138. Actually, I have shown in my earlier paper (see previous footnote) 
that by means of Zeuthen’s model the Zeuthen-Nash solution can be derived without the 
use of this axiom, merely by the use of the usual rationality postulates and a symmetry 
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in any svinmetrie bargaining game between two rational individuals, quite 
irrespective of the moral standards (if any) of the two bargaining parties.” 

We have to distinguish between bargaining theories, which try to predict 
the outcome of actual bargaining behaviour, and arbitration theories, which try 
to supply eriteria for defining a “fair” solution for a bargaining situation. The 
former belong to positive economies, the latter to welfare economics. The Nash- 
Zeuthen theory of bargaining falls into the former eategory: it deals with 
rational bargainers each of whom considers only what his own interests are? 
and what may be aecentable to the other party in terms of the latter’s own 
niterests, 

Of course, anybody may define, if he wishes to, his own standard of “fair- 
ness” in terms of the Nash solution. In that ease for him this solution may 
have the nature of both a “bargaining theory” and an “arbitration theory.” 
But | agree with Professor Braithwaite that as an arbitration theory the Nash 


‘ 


solution is not particularly attractive: in many cases it yields a payoff distribu- 
tion that most of us would regard as inconsistent with the standards of fairness 
we entertain 

Thi. ts of course not surprising. In the case of a symmetric game, where the 


two parties are equally “strong,” both bargaining theories and arbitration 
thearmes will furnish a solution that gives equal payoffs to both parties. But 
in the general ease a good bargaining theory will realistically prediet that the 


“stronger” party will obtain a larger payoff—while an arbitration theory ex- 


pressing common standards of “fairness”? will still tend to recommend an equal, 


or at least a less unequal, payoff distribution. Therefore it is impossible for 
the same theory to be both a good bargaining theory and a good arbitration 
theory. 

A point closely related is this, As T have argued elsewhere,” the moral stand- 
ards of most of us require—whether we are aware of this fact or not-—judgement 
of income distributions (payoff distributions) im terms of interpersonal utility 
comparisons. For this reason arbitration theories will have to rely on inter- 
personal comparisons of utility. On the other hand, bargaining theories that 
prediet actual bargaming behaviour can be reasonably expeeted, like other parts 
of positive economies, to be independent of interpersonal utility comparisons, 
and therefore to yield solutions invariant with respect to order-preserving linear 

"Though the Nash-Zeuthen theory of bargaming does not depend on the influence of 
mori! conmsderitions tipon the bargaming process, it does not necessanly exclude the pos- 
ahiohtyv of such oftluenee. Clearly, all moral attitudes that the two parties may have must 
be incorporated inte their utility funetions. The Nash-Zeuthen theory has to be applied to 
the two parties’ utihty functions when all of their attitudes and) preferences—selfish or 
unselfish, moral or non-moral—which may influence them bargamimng behaviour, have been 
fully allowed for 

‘In the sense of comsderng only bis own utility funetion. But this utility fumetion miss 
possibly attach utility to altruistie, cultural, ete. interests the bargamer concerned has ap- 
preeiation for previous footnote) 

"See my “Cardinal Welfare, Individualstic Ethies, and Interpersonal Comparisons of 

“Utility,” Journal of Politwal Reonomy, 1955, Vol. pp. 309-321 
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transformations of either player’s utility funetion—an invariance property 
that the Nash solution does possess (this property is actually one of Nash’s 
axioms}. 


Il 


I am now going over to discussing Wagner's criticism of Zeuthen’s bargain- 
ing model. Zeuthen makes the following assumption.” Suppose that at a certain 
stage of the negotiations the first bargaining party makes a certain offer Ay 
while the second party makes a certain offer Ay. Let p* be the maximum risk 
(i.e, the highest probability of conflict) that the first party would be prepared 
to face in order to obtain the terms Ay rather than the terms As less favourable 
to him. Let p** be the maximum risk that the second party would be ready to 
face in order to obtain, conversely, Ay rather than A,. Then if p* < p** it will 
always be the first party who will make the next concession while if p* > p**, 
the opposite will be true. 

Wagner finds this assumption unsatisfactory on the ground that either party 
ean improve his bargaining position by comunitting himself in advance to an 
uncompromising attitude. For instance, even if p* < p** (whieh means that 
according to Zeuthen’s theory the first player ought to make the next con- 
cession)—if the first player declares that he will make no further concession 
at all, and if he can convince the second player that he really means what he 
says, it will be rational for the second player to yield ground beeause he knows 
that this is now the only way of reaching an agreement. Thus the player who 
commits himself in advanee to an unflexible poliey may be able to achieve 
better terms than predicted by Zeuthen’s theory.!” 

Now Wagner is no doubt right that committing oneself in advanee to an 
uncompromising attitude is a very strong bargaining weapon, But it is a 
bargaining weapon that cannot be used against a really proficient: player, let 
alone against the perfectly rational players envisaged by Zeuthen’s (and 
Nash's) theory." 

A player ean preclude the use of this bargaining weapon against himself 
if he makes a prior commitment at the beginning of the game that he wall 
always resist and disregard any attempt by his opponent to make use of this 
weapon, This is what must actually happen if both players are rational. For, 
committing himself in advance to making no further concessions eannot be used 
by both players at the same time as an effective bargaining weapon, as the 
use of this strategy by both players would necessarily result in a eonfliet. (in 
coulrost, both players can simultaneously use the strategy of committing them- 
selves to resisting the application of that bargaining weapon.) On the other 

Zeuthen, Problems of Monopoly and Economu Warfare, London, 1930, Chap. IV 

"Cf. also Schelling, “An bssay on Bargaining,” Amerwan Review, 1956, 
Vol. ¥ LVI, pp. 281-306 

“Nash an his 1950 paper assumed “equal bargaining skill” on the part of both parties 
In his 1953 paper he has realized that the assumption of perfect rationality is sufficient 
Cf. Nash, 1953, pp. 137-138 
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hand, neither player can rationally tolerate that the other player alone should 
use this bargaining weapon. 

In general, no strategy can be regarded as admissible between two rational 
players which would inevitably lead to a conflict if both players were to make 
use of it. The strength of the Zeuthen-Nash bargaining theory lies precisely 
in the faet that it suggests strategies that both of two rational players can 
use without thereby setting off a conflict. By this means the theory brings in 
clear relief the fundamental symmetry of the bargaining situation with respect 
to two rational bargainers. 


Inmy earlier paper'* have tried to show that Nash's and Zeuthen’s bargain- 
ing theories are mathematically equivalent (except that Nash’s theory covers 
a wider range of situations than Zeuthen’s theory does in its original form). 
Wagner in his paper takes issue with this conclusion. 

In Nash's model the two parties are assumed to start negotiations by making 
a threat, ve., stating the strategies that each of therm would follow in case no 
agreement could be reached.’* Let ¢, and t, be the two parties’ threats and let 
Vitty, to) and Volt), te) be the utility levels that the two parties assign to the 
situation where no agreement would be reached and where both parties would 
have to implement their threats. Moreover let V,;(A) and V.(A) denote the 
utility levels that the two parties assign to a proposed agreement A. (For the 
sake of clarity | am using different notations from Wagner.) Then, according 
to Nash's theory the two parties will come to aecept an agreement A such that 
maximizes the produet 
(1) w= (VACA) — A) — 


The application of this conelusion to particular cases is simple enough. For 
instance, in the case of collective bargaining V,(A) and V.(A) would represent 
the utilities that the management and the trade union, respectively, would as- 
sociate with some proposed wage rate—while (1), te) and Volt), to) would 
represent the utilities that each of them would associate with a strike or lockout 
situation (as in this ease the threats of the two parties would normally refer to 
a strike and/or lockout). 

Wagner's interpretation of Nash's theory ts different. He apparently argues 
that the produet to be maximized in Nash’s theory is 
(2) = — — 
where V,(S,) is the utility that the first party assigns to the second party's 
Stackelberg equilibrium point while V2¢S,) is the utility that the seeond party 
assigns to the first party’s Stackelberg equilibrium point. This would mean, 
for instance, in the case of colleetive bargaining that V,(S.) [or U* (CN) in 


"See footnote 4. 
"Nash, 1953, p. 130. 
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Wagner’s notation] is the utility that the union would attach to the wage rate 
most preferred by the management, and that V.(S,) [or U“ (M) in Wagner's 
notation] is the utility that the management would attach to the wage rate 
most preferred by the union. 

However, it is hard to see how this interpretation of Nash's theory can be 
maintained—for it would mean essentially that the threat that the union uses 
against the management as its main bargaining weapon is the “threat” of 
accepting the wage rate most favourable to the management, whereas the threat 
that the nmnagement uses against the union is the “threat” of accepting the 
wage rate most favourable to the union—a very peculiar interpretation of what 
a threat is. 

My proof of the mathematical equivalence between Nash's and Zeuthen’s 
theories is based on showing that Zeuthen’s model also leads to maximizing the 
product defined above under (1). Zeuthen’s model, of course, does not involve 
threats by the bargaining parties. But it seems natural to identify Zeuthen’s 
“conflict situation” with the situation in Nash’s model where no agreement is 
reached and where both parties have to carry out their threats. For example, 
in the case of collective bargaining both Zeuthen’s conflict situation and Nash's 
threat-implementation situation would correspond to a strike and/or lockout. 

In my original paper, I have analysed a situation where the first party's last 
offer has been A, while the second party’s last offer has been Ay, with VytAy) > 
Vi (As) but < However, instead of the utility functions and 
V. IT have used the functions U, and Uy, defined as the “net utility gains over the 
conflict situation’ that the two parties would derive from a given situation. 
That is, in my present notation 


U,(Ay) = Vyt(Ay) — VytC) U,(Az) = — 
U2(A,) = V2(Ay) — V2lC) Uz(A2) = VelAs) — 
Of course 
U,(C) = — = O = VAC) — = 0 


i.e, in the conflict situation itself the “net utility gain over the conflict situa- 
tion” is zero for both parties. Wagner has apparently overlooked my definition 
of these quantities as he objects to my making U,(C) = Uy(C) = 02% 

Zeuthen’s argument is based on the faet that if both parties try to maximize 
their expected utilities then the maximum risk (.e., the highest probability of 
a conflict) that the first party will be prepared to face in order to obtain the 
terms A, rather than the terms A» less favourable to him will be!® 


U,\(A,) — V,(A,) — 
Vi(A,) — 
“My paper, loc. cit., p. 147. C[talies added.) 


Wagner, p. 396 
* For derivation of this formula, see Fo Zeuthen, op. eit.; or my own paper, p. 148 


476 COMMUNICATIONS 


while the maximum risk that the seeond party will be prepared to face in order 
to achieve, conversely, Ay rather than A, will be 


pt Ay) — _ Vil Ay) Vol Ay) 
— VAC) 

(Cf. our argument in Section TL above.) 

Wagner surprisingly claims!’ that this formula always trivially yields 
p p** — 1, whieh is clearly not the case. He also claims that if p* = p** = 1 
this would mean that both parties would “always give in until they converge 
upon the same wage rate” (Le, upon the same terms). Actually p* = p** = 1 
would mean exactly the opposite, viz, that the two parties would never make 
any concession at all, as they would face any risk, including the certainty of a 
conthet, rather than make a concession. Wagner here has obviously forgotten 
his own definition of the p’s. 

To sum up, | have argued that the Zeuthen-Nash theory is not an “arbitra- 
tion theory,” giving eriteria for a “fair” payoff distribution, but is a “bargaining 
theory” proper, predicting the actual bargaining behaviour of rational individ- 
uals. | have also submitted that Wagner’s eritieism of Zeuthen’s bargaining 
model is inconsistent with the assumption that both bargainers are perfectly 
rational, Finally, | have tried to show that Wagner's objections to my proof of 
the mathematical equivalence of Nash's and Zeuthen’s theories are based on 
a misunderstanding of Nash's theory and on other oversights. 

Stanford University and Joun C. Harsanyi 

Cowles Foundation at Yale University 


REIOINDER ON THE BARGAINING PROBLEM 


Although it is ordinarily a privilege as well as a eompliment to be able 
to express one’s own thouglits on a serious subjeet, especially when challenged 
by a formidable opponent, | eonfess that in this case | have a certain misgiving, 
since the arguments of my colleague Mr. J.C. Harsanyi are seemingly based on a 


cursory reading of my previous artiele and on undiscerning interpretation of 
Nash's papers.’ Consequently, Tam obliged to devote a disturbingly large 
portion of this note to patiently guiding Harsanyi through my article; the 
remainder of the paper will be direeted toward the more erucial aspeets in 


the game theory approach, 

Previously, (p. 380) T stated that my purpose was “to synthesize the interest- 
ing and valid conelusions from (the) separate approaches and to present a 
unified picture of the pure theory of bargining to date.” The exponents of 


 Thid 

"Needless to sav, the present debate can only alert the reader to the points of conten- 
tion. the serous student must refer to the orginal sources in the literature to resolve the 
issues for himself. Page numbers appearing im parentheses will refer to my original artiele 
and Nash's papers; the complete citations are given in Harsanyi’s note. I recently had the 
opportunity to read RD. Luce and H. Raiffa’s excellent survey, Games and Decisions, 
Wiley, New York, 1957. Luce and Raffa give a detailed emtique of bargaming theory, 
Chapter 5 and 6, and take an intermediate stand between Harsanyi and myself 
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the game theory technique, Nash, Raiffa, and Braithwaite, each present dif- 
ferent motivations and rationale; Nash himself makes three tries at offering 
arguments for a solution. Lest the reader think that [To was seriously mis- 
representing the common themes in these authors’ writings by my use of the 
adjectives “fair” and “reasonable,” he may verify that all three game theorists 
employ these very words.* In the summary of my paper, (p. 897) T concluded 
that “the bargining contract remains indeterminate unless we introduce some 
sort of arbitration or behavioral procedure based upen a given set. of rules.” 
This view ts hardly that whieh Harsanyi attributes to me in the opening sentence 
of his note; if anything, it parallels his own dichotomous characterization of 
solutions to a confhiet problem, 

Harsanyi is evidently confused in his understanding of my discussion of Nash's 
axiom 7 (1950, p. 159) or equivalently V ¢1958, p. 187). Linterpreted the axioms 
implieation as (p. 394) “the removal of ‘irrelevant’ contracts should not change 
the previous solution,” and continued by saying that “on the surfaee this 
postulate seems reasonable”; such statements appear to be in general accord 
with Harsanyvi’s interpretation expressed in his note. But then in footnote 30, 
I suggested that in an arbitration seheme the implication of the axiom might 
produce a result which appears wefair; this conclusion also seems to be in 
general accord with Harsanyi'’s expressed opinion, The question remaining. Is 
whether this and the other postulates seem reasonable for a behavioristie theory, 
and we shall elaborate our opinion on this matter presently. (The eritieisims, 
which alrendy have appeared in footnotes 30 and 34, are easily formulated in 
behavioristie terms, and, consequently, will not be repeated here.) 

Harsanvi and To have a substantive disagreement over the implieation of 
Nash’s axiom 8 (1950, p. 159) or equivalently IV) (19538, p. 137). Somehow 
Harsanyi has mystie faith in being able to contemplate the existence of a 


“perfectly symmetric bargaining situation.” Nash’s postulate requires that when 
a two dimensional figure (p. 359) is drawn representing the set of utilities of the 


two players for the various outeomes and when by a linear transformation of 
the utility functions a symmetrical (with respect to a 45° line through the 
origin) geometries! figure results, then the outeome is at the interseetion of 
the 45° line and the contract curve. First, note that the geometrical symunetry 
is easily destroyed by a linear transformation of either of the utility funetions.* 


* Nash, 1950, p. 158; 1953, p. 136, p. 1388. Rauffa, p. S61. Braithwaite, 56, p. 36, p. 40 
(See Harsanyi's note for complete citations) 

The reader, unfamiliar with the fine poimts of game theory, might wonder why we 
concentrate on linear transformations of the utility funmetion. Present day ordinal utility 
doctrines hold that in Edgeworth box type diagrams (Pigure 1, p. 381) at as the shape of 
the indifference curves which is important and not the numbermg system; therefore, any 
stnetly monotome mereasing transformation of the numbermyg svstemi is peruussible, sine 
the indifference Joc: are left unaffeeted. But the von Neumann-Morgenstern utility axioms 
are stronger than the ordinalist’s axioms, and game theorists’ assumptions produce a wtility 
function which is unique Up to and seale, in other words, unique up to a linear trans- 
formation only. Hence, economists who feel that the numbering system in the Edgeworth 
diagram should be irrelevant in the analysis of a conflict situation are in essence stating 
that they reyect the game theorists’ utility funetion, and, a fortron, the various game theory 


solutions to the eonfhet proble thi 
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Second, note that Harsanyi wants a bargaining theory to avoid interpersonal 
utility comparisons. What magical property is then to be associated with the 
symmetry point? Nash's rationale is obscure Gf not question begging). Har- 
sanyi, disclaiming a need for evoking moral considerations, chooses to argue 
that when geometrical symmetry can be produced, “neither player will be pre- 
pared to give his opponent better terms than he is given himself by the latter.” 
But what are terms? How does one player weigh the terms he is offering against 
the terms he is being offered without making interpersonal utility comparisons? 
If both players realize that the geometrical symmetry is a fluke of the selee- 
tion of the origins and seales for each of their utility functions, why should they 
think that this fluke should yield the reasonable solution to their problem ?* 

by the same token, what is the meaning of Harsanyi’s notion “equally 
strong”? Harsanyi: would have us believe that the Nash theory predicts the 
“stronger party will obtain a larger payoff’; [ find this phrase difficult to 
interpret without succumbing to some sort of interpersonal utility comparison. 
By guising his arguments in connotative expressions, Harsanyi overlooks the 
anomaly in his own reasoning. Because the mathematics of Nash’s approach 
implies that the solution is determined by “loeal” properties of the contract 
curve, a host of different utility configurations can be drawn, all having the 
same solution. Therefore, Harsanyi's coneeption of strength must have effect 
with reference to “loeal” properties. Lut how will one player manifest his 
“strength” when “ultimately the negotiation will be understood to be re- 
stricted to a narrow range of alternative deals and to be unconcerned with more 
remote alternatives” ?® 

Harsanyi has even miscomprehended the central thesis of my critique of 
Zeuthen's theory. Here [ must draw the line in reprinting my own article be- 
enuse of space limitations, and T simply refer the reader to the original section 
for the detailed presentation (especially pp. 389-390). In brief, | argued that 
Zeuthen’s probability calculations and comparisons are irrelevant to a player 
for the purpose of his selecting a good strategy, a conelusion which follows 
whether or not ultimatums are admissible courses of action. I was quite ex- 
plicit (p. 870) in pointing out the strategie difficulties associated with the use 

*Today when it has become fashionable to apply high powered mathematical methods 
to economue problems, often times with a view to removing restrictive assumptions in pre- 
vious models, itis not uncommon for the analyst to overshoot the mark and make other 
assumptions which are equally as restretive, although possibly in a more subtle vein. For 
example, part of the controversy between ordinal utgity and revealed preference theory 
arose over one faction postulating the actual existence of indifference and the other side 
postulating the opposite. It is my feeling (and probably that of some of the other revealed 
preference exponents) that the truly unrestrictive approach should be eclecticism (re, not 
rejecting either one situation or the other). A similar case is suggested by the “symmetry” 
axiom, Where symmetry is defined according to some mathematical convention. As econo- 
mists we may be reluctant to espouse a theory which inevitably produces mathematically 
unsvinmetric solutions under mathematically symmetric conditions; however, such eaution 
is not equivalent to a justification for a postulate that a symmetric solution should always 
result under mathematically symmetrie conditions. 

"Nash (1953), p. 138 
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of ultimatums, and why they may not produce the desired effeet (contrast 
this and the analysis in my previous paper with the conclusion that Harsanyi 
attributes to me in the second paragraph of his Section ID). 

Paradoxically, Harsanyi completely rejects the notion of an ultimatum as an 
admissible strategy in a bargaining theory, especially “against the perfectly 
rational players envisaged by Zeuthen’s (and Nash's) theory’; but at the 
same time he extols Nash’s inclusion of a “threat” in his bargaining theory, 
where Nash defines (1953, p. 130) a threat as “A threatens B by convincing B 
that if B does not act in compliance with A’s demands, then A will follow a 
certain policy T.”” Nash was very careful to protect himself against such anom- 
alies (1953, pp. 130-131, p. 136). We shall attempt to resolve below Harsanyi’s 
puzzling ambivalence toward threats, demands, and ultimatums. 

Harsanyi’s misdirected argument concerning the employment of ultimatum 
forees us to take notice of his uneautious application of the term “perfeetly 
rational.” An economist typically attaches one of two meanings to the term: 
(first sense) the possession of a revealed wisdom, (second sense) the capacity 
for logically deriving correet conclusions from a set of premises or axioms. It 
is vacuous to attempt to dismiss—as Harsanyi does with respect to the em- 
ployment of ultimatums—a type of aetion as irrational in the second sense, 
ie., when it does not conform to a set of axioms, if the very axiom system is 
under question as being irrational in the first sense. It is my own feeling, and 
I imagine some other eeonomists agree, that the utmost sapience on the part 
of each player is the revelation of the inherent indeterminacy of the conflict 
problem. Sinee, say, Nash’s and Braithwaite’s approaches in general lead to 
different points on the contract curve, why sagacity would dictate to both 
parties that one author's rationale is more reasonable than the other's seems 
hard to imagine. 

I am amazed that Harsanyi was not able to read correctly my remark on 
the substitution of the opponent's last offer for the confliet point C in Zeuthen’s 
formula (p. 396). Contrary to Harsanyi’s allegation, I neither symbolically 
nor verbally stated that p* = p** = 1. I elaimed that trivially p = 1 is the only 
value which satisfies © (opponent’s last offer; 1) = U (own last offer, op- 
ponent’s last offer; 1 — p, p) in each player's utility funetion; concluded 
that an extension of Zeuthen’s rule for breaking tied values for p would re- 
sult in both parties yielding. 

I have left for the last contention the vital and subtle issue between Harsanyi 
and me, concerning the disputed proof of the mathematieal equivalence of 
Nash’s and Zeuthen’s theories. We must be very eareful here, because we are 
in danger of having the debate take a course observed in similar discussions in 
the literature in which each participant addresses himself to an essentially 
different question. I confess that in the first instanee Tam to blame for “mud- 
dling up” in my paper the notion of the solution of the non-cooperative game, the 
conflict point, and the threat point in the cooperative game (pp. 395-396). I 
fear from Harsanyi’s note that he is still befuddled. 

The difference of opinion between Harsanyi and me results from our failing 
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heretolore to distinguish — believe it or not—three structurally different: models, 
In Nash's 1953 paper he first presents what he ealls the Negotiation Model 
(1953, pp. 1300136) in whieh the notion of a threat point is prevalent; he then 
gives an Axiomatic Approach (1953, pp. 136-140), about which he says “the 
uXLOMIS lead to the same solution that the negotiation model gave us; vet 
the coneepts of demand or threat do not appear in them.”® [It is a version of 
Nash's axiomatic approach that appears in my paper. Consequently, Harsanyi 
is inerror in attaching (or sugvesting that attached) a “threat” interpretation 
to the normalizing of the utility functions at the values of the Stackelberg solu- 
tions.’ Why DT suggested this normalization will be repeated in a moment 
Harsanyvi has failed to realize that my eritieism of his making the confliet 


port the origin for the utility funetions was directed at why and not how he did 


this (aetuntly used the same type construction myself)” Even the tyro 
mathematical economist ean deduce from Nash's 1953 paper the all-importance 
to the solution of where the origin for the utilities are loeated, and further 
What a tmiathematically compleated analytieal question is generally involved. 
Harsanyi's only assurance is that “it seems natural (or ‘normal’) to identify 
Zeuthen's ‘eonthet situation’ with the situation in’ Nash’s model where no 
ayreement is reached.” Nash appeals to the celebrated Kakutani topological 
fixed point theorem (as generalized by Harsanyi’s and my colleague Karlin) 
to prove the existence of his result (1953. p. 135), we might at least expeet 
more from Harsanyi than an “it seems natural” to suffiee for a proof of his 
conjectured equivalence 

Nash demonstrates that the solution to the axiomatie approach is identieat 
to that of the negotiation game, and, therefore, being a sophisticated mathe- 
maticmn, he substitutes the rigor of his previous arguments for plausible 
reasoning concerning the zero pomt for the utility functions in his handling of 
the axiomatic model Aeeepting Nash’s lead, we are required to demonstrate 
whether or not the Zeuthen eonthet point is indeed the threat point in the 
negotiation model between union and management. Before we ean attempt sueli 
a demonstration, it ts obvious that the definition of a threat must be elarified.® 


The above quotation may answer the paradox an Harsanyvi’s paper and note im which 
he repeets the ides of an ultimatum: but aecepts the concept of a threat, which Nash defines 
with reference to a demand in the negotiation model Despite Nash's avowal that his two 
tnodels are conceptually different, has found at to his liking to diseard the denied 
notion, but to retain the term “threat” and continue to use atom the axiomatic approach 
(without alerting his readers to thas practice) 

somewhat puzzled by peculiar verbal rendition of a Stackelberg pont 
“the utility that the union Crianagement) would attach to the wage rate most preferred 
by the tianagement at best, such wording os misleading 

“Tn ease the reader as still wondering about the legitimacy of Harsanyi's manipubutions 
vielding “net utility gous,” we out that all Hiersanvi has done Cwhich be himself 
could have stated direethy and simply) is to make an admissible linear transformation on 
the wtihtv funetion al’ 4 hb, where a land 

*'The phrase “threat pot’ is unfortunate terminology for the student teving to fathom 
the meaning of Nash's construction, since for the cursory reader the term evokes the 
pression that each plaver pays attention to the harmful effeets resulting af the threat were 
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Mayberry, Nash, and Shubik!’ are quite clear in their treatment of a duopoly 
game as to What they mean by a threat, viz., the quantity of output which each 
firm would produce if the negotiation model demands are incompatible. What 
is the nature of a threat in a labor-management game? One thing is clear, a 
threat must be a course of action which ean be taken in a non-cooperative 
situation, Le. an aetion whieh is possible regardless of what the opponent does 
(of course the ufility of the tinal outeome is a joint funetion of the two players’ 
strategies). Nash circumvents any detailed discussion of the outline of a non- 
cooperative situation by saying (19538, p. 129) “by beginning with a space of 
mixed strategies instead of talking about a sequence of moves, ete., we pre- 
suppose a reduction of the strategie potentialities of each player to the normal 
form.” In other words, the Nash utility diagram represents all possible out- 
comes from any conceivable sequence of moves in the game. In my paper, I 
used an idealized delineation (Figure 6, p. 391) of the courses of action open 
to each party in one possible version of a non-cooperative situation. By the 
very nature of the normal form construction, playing of this non-cooperative 
game must be imbedded in the complete list of possible strategies defining the 
two dimensional utility diagram; simularly, if instead, Hlarsanyi’s implicit: ver- 
sion of the non-cooperative game were truly applicable, it would be included 
in the normal form strategies. 

In mv non-cooperative model, it ean be seen that a conflict ean only arise 
if both parties seleet a particular strategy; thus, as | visualized the situation, 
“it takes two to conthet.”” Under this model, we can easily construct examples 
where the two strategies leading to a conflict do not represent the threat point 
in Nash’s negotiation game; such examples are based on the faet that Nash's 
solution depends on local properties of the contract curve." [f, on the other hand, 
the non-cooperative game is such that each player can effect a conflict solely 
by his own action, then, as we shall indicate, the conflict point is the threat 
point. The practical distinetion between the two non-cooperative games is of 
more than minor significance, as relatively reeent legislative developments in 
United States labor law indicate. Today it is legally obligatory for management 


earned out. Actually each Nash player at most gives only transient comaderation to the 


utilities of the threat point; what are important to him are the utilities of the final outcome 
on the contract curve. Since the latter utilities are determined by the location of the threat 
pomt, each player chooses his threat—in full knowledge that he will never Coxeept in 
degenerate cases) end up at this point-——-with a promary view toward the ultimate outeome 
In short, each “perfectly rational” opponent in deciding his threat plays a game of “let's 
pretend” 

“4 Comparison of Treatments of a Duopoly Situation,” Vol 21 (1953) 
pp 

‘Por example, suppose the contract curve is represented by the equation 400M )* 4 
(Ub 16 in the non-negative quadrant, where the conflict pomt os the ongin of the 
axes, VM (2,16), N (1,19), and / (1.74, 18) (the first coordinate refers to the 
union's utihtv, and the second coordinate to management's utilitw). Using the conflet 
point © for the Nash construetion, the solution yields (4 25° [mM 14°. Put 
management can assure itself at least 16 by playing its strategy [Doin the non-cooperative 
game; henee, the eonfliet point is not the Nash threat point on this case 
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and the union to bargain collectively; neither party has unilateral power 
to cause a conflict by a refusal to bargain. Consequently, each participant must 
make an offer, and the opponent always has the option of accepting the offer. 
Therefore, | eritieized Harsanyi on his unquestioning identification of Zeuthen’s 
no contract point and Nash's threat point; depending on the particular under- 
lying non-cooperative game, or more precisely, on the specific range of possible 
threats, these two points simply need not be the same. 

Now suppose that each player does have the threat of unilaterally causing 
a conflict. Since for any pair of threats, the corresponding final solution (by the 
Nash axiom system) is on the contraet curve, each Nash player can assure 
himself the utility on this locus associated with a normalization at the con- 
flict point. In general, any other threat, ie., some point off the contract curve, 
would imply that the final solution on the contract curve would make one 
of the parties worse off than if he threatened to confliet, and, hence, would 
not constitute an optimal threat point for both parties.'” 

When | suggested that the origin for the Nash solution be at the Stackelberg 
utility levels, | gave the erroneous impression that my suggestion was equivalent 
to Nash’s model. What I should have made clear was that I was presenting the 
Nash construction after the origin for the utility funetions had been determined. 
On the basis of the particular non-cooperative game in my paper, I reeom- 
mended the Stackelberg utility levels normalization, since they were equivalent 
to the maximin utilities in my non-cooperative game, and a fortiori, were 
maximal utilities each player could gurantee himself regardless of his opponent's 
action and whether or not they played according to Nash rules.'* 

As a« final comment—-and maybe now I too am deeeived by connotative 
phrases —I find it hard to believe that a model which seems unfair to us as an 
arbitration theory ean serve as a framework for bargaining theory, which 
purportedly refleets a mode of behavior acceptable to both players. Evidently 
Harsanyi does not share my dubiety. 

Stanford University Harvey M. Wacner 


* The exceptions to this statement he on a line through the conflict point and the Nash 
solution pomt 
™ My suggestion follows that of Shapley; see Luce and Raiffa, op. cct., pp. 137-140, for 


a discussion of the procedure 
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Mathematical Economics. By R. G. D. Allen. New York: St. Martin's Press, 

1956. Pp. xvi, 768. $10.00. 

It is notoriously difficult to write a good book review; such a review should 
give a sound idea of the contents of the work, should show how it fits into the 
existing literature, in what way it advances the field it deals with, and finally 
the reviewer may give his own opinion about the whole matter, Too many book 
reviews consist in telling the author that he should have written an altogether 
different book which the reviewer would have preferred but whieh for some 
miraculous reason the reviewer never found the opportunity of writing himself 

In the present ease, it should not be too difficult to fulfill these requirements 
because Allen's book is quite unique and it would take a daring person indeed 
to suggest that a different work would be preferable. First, let me say that the 
achievement of the author is very impressive: this tremendous volume contains, 
in a most agreeable form of presentation, the essential parts of contemporary 
mathematieal economics together with a good deal of the mathematies proper, 
whieh, in conjunction with the development of the field, has been used or, more 
Important even, has been developed simultaneously with the economue problenss 
themselves. The book is a textbook with many valuable examples and questions 
appended to the individual chapters. The author does not inelude mueh material 
from his own researches, but he somehow shows that particular parts of mathe- 
matical economies are more to his liking than others (this holds espeemlly in 


regard tothe work done at the London School of Heonomices on control systems | 


He does not oecupy himself with econometrics, whieh would, indeed, have meant 


the addition of so much material that the book would have beeome quite un 
wieldy (it is at the borderline of being so even now). However, it is unfortunate 
that the numerteal evaluation of the various teeliniques has not been stressed 
The tremendously important aspects of the new computational possibilities 
offered by electronic computers are thus almost completely lost. Allen states 
in his preface that he wishes to stay “as close as possible to economic problems 
of the real world.” The numerical solution is the best eheek in that regard and 
there are some doubts whether he has actually succeeded in staying close to the 
real world, a point to which we shall return below. 

Turning first to the mathematics of the book, one finds the author in the 
dilemma that he cannot deal with all the mathematies now of importance for 
economies and that he cannot treat those he includes in his work as fully and as 
ngorously as is desirable. This is, of course, a well-known difficulty and it is 
doubtful that anyone will ever overcome it to everybody else's satisfaction. 
Allen has six chapters (in this order) on complex numbers, linear differential 
equations, linear difference equations, veetors and matrices, matrix alvebra and 
applieations, some of whieh deal with economic appleations. Out of about 750 
pages, this material oecupies approximately 250) pages. Differential equa- 
tions still take up considerable space, although economies is rapidly developing 
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away from ideas where they are useful, Although there is some treatment of 
convex sets (strangely enough, affer his treatment of game theory and some 
diseussion of linear programming), there is nothing at all about set theory, 


axiomaties, graphs, Boolean algebra or groups, all of which will eventually 


overshadow the conventional infinitesimal ealeulus still emphasized so much 
in current teaching and in the ordinary textbooks even when they use few, if any, 
formulae and rather restrict themselves to the conceptual. 

The mathematieal chapters are good and competent as far as they go, but the 
strength of the book does not lie there. The author, wishing to give as much of 
the necessary mathematioal background as possible, tries to convey much and in 
doing so has to skip over difficulties, over some proofs, ete. Also, he employs in 
some parts a notational system (especially regarding vectors and matrices) 
whieh does not conform to the most modern ideas and is quite different from 
the contemporary American and Continental usage. It is imposible to judge 
whether he is completely successful in teaching the necessary mathematics since 
this depends on the background of the students, Clearly, only a person already 
reasonably familiar with a fair amount of mathematies will be able to work 
through these chapters. Yet such a person might do much better to skip these 
sections of the book altogether and get their content elsewhere. For a large 
part of this he may study the brilliant book by R. M. Thrall and L. Tornheim: 
Vector Spaces and Matrices (New York, 1957) and the equally distinguished 
work by Kemeny-Snell-Thompson: Introduction to Finite Mathematics (New 
York, 1957) which will in particular fill most of the above-mentioned gaps. 
Of course, these books together are more voluminous, but it is mostly their 
spint whieh FT find more appealing and a student may very well reaet as TP do in 
this respeet. The teaching of the mathematies the future economist will have to 
know cannot be accomplished in a book of this kind, if only beeause of the 
rapid changes in the mathematieal outlook that has been initiated within the 
last two deeades—a process that is far from coneluded. [t is unfortunate that 
this book does not give an expheit account of this profound and exeiting trans- 
formation. A little less of pure formalism and much more on the logieal- 
conceptual side would have been desirable and have given the reader a better 
Insight into the structure of a mathematieal theory and the necessity for 
establishing a firm body of mathematienl ceonomies. 

Turning now to the major part of the book, its economic contents, one observes 
that there is in-essenee a division into two sections: first, there is the discussion 
of the accelerator, the multiplier and of the control systems——with some atten- 
tion paid to trade eyele theory; second, we have the general equilibrium ideas, 
input-output, linear programming with theory of the firm, game theory, utility 
theory, and such more special, although fundamental, problems as that of ag- 
gregation. Of these two parts, the second is definitely better, although there are 
some gaps presently to be noted. The first part is, in a striet sense, much more 
physics than economies, more specifically: eighteenth century mechanies; but 
that is what much of eeonomies has always been, with its notions of stability, 
ete. The aceeleration principle plays a dominant role in this treatment, although 
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the few empirical studies of its validity throw grave doubts upon it. But it as 
so nice to have it around, to combine it with the empirically equally doubtful 
multiplier! Thus, it will be with us for a lot longer. As to “stability”: again at 
is so desirable to make seemingly precise statements about it, although we cannot 
even as yet—on the basis of far more empirical knowledge—-prove the stability 
of the orbit of the moon. These remarks should, of course, not detract from 
Allen’s treatment in these chapters. It is exeellent, comprehensive, and wall 
enable the student to become completely familiar with those main streams 
of current thought. 

In the second part, starting with Chapter X on General Meonomme Mquilibrians, 
work is discussed where at present perhaps more energy is being spent by 
economists than on the first part. This may aecount to some extent for the 
greater freshness of the treatment whieh it appears to possess (at least, to this 
reader). Again, everything is done with highest competence and it shows the 
great didactie-expository skill for whieh Allen is justly famous. The few points 
I have to make are rather matters of emphasis or omission. There is, strangely 
enough, no mention of A. Wald’s work whieh, to my mind, ushered in a new 
period in equilibrium analysis and, in particular, in its mathematieal treatment, 
Furthermore, Wald’s work has generated many more investigations and its m- 
fluence is far from spent. True, his original publication is too diffiealt: for the 
level of this book, but Wald himself has given a simpler account (with further 
applications) whieh is quite accessible to readers of Allen's book. Wald’s in- 
vestigations constitute a break in the level of mathematical analysis and have 
raised the sights, demanding (and giving) proofs where thus far only assertions 
had been customary. In the input-output analysis part, some consideration of 
the profound studies of Y. 1K. Wong would have been desirable inasmuch as they 
throw sharp new light on the properties of the matrices occurring there and 
relate these to the computational processes which are so essential in this field. 
Game theory is given an entire chapter, but it is restricted to 2-person zero-sum 
games. The presentation is useful, although the student may have diffieulty in 
distinguishing precisely between a move, a strategy, the extensive and. the 
normalized form of the game. Also, it should have been possible to give one 
of the simpler proofs now available of the minimax theorem which is so im- 
portant, not only for game theory, but in many other areas of inereasing interest 
to the mathematical economist. The author has negleeted to show to the reader 
that game theory is intended to be a model for the deseription of economic 
behavior to replace the conventional approach. This could at least have led to 
the elaboration of the observation that in typieal cconomie situations the imdi- 
vidual does not control all the variables on which the outeome of bis behavior 
depends. As a consequence, the individual (person or firm) is not confronted with 
maximum problems but with something coneeptually different, a situation not 
treated in classieal mathematies, mueh less in current ceonomies, but whieh 
game theory is designed to deal with rigorously. 

Linear programming is given considerable attention up to and ineluding the 
simplex method. Activity analysis is carefully presented together with miathe- 
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matical tools (eonvex cones, ete.) not previously provided in the book. The 
remark (p. 599), however, that the determination of the separation of scaree 
and free factors is a novum due to activity analysis is hardly justified, since this 
was exactly the starting point for Wald and von Neumann. The latter's tre- 
mendously important model of an expanding economy is briefly deseribed; 
but I do not understand what Allen means when he says (p. 602) that it is an 
“application” of linear programming. In faet, it antedates the latter! Further- 
more, it ean be generalized (as was done by Kemeny-Morgenstern-Thomson, 
Econometrica, Vol. 24, 1956, after Allen’s book was already in the printer's 
hands) so as to comprise even the dynamic Leontief system as a simpler, 
special ease. This generalization, incidentally, involved a new ust of game 
theory, making the above remarks about that theory even more pertinent. 
Finally, a word about the chapter on value, a field in which the author him- 
self has done original work. No wonder, then, that here there ts a fine representa- 
tion of ordinal utility, the substitution and income effeets. There is also a seetion 
on measurable utility in which the proposal by von Neumann and the reviewer, 
regarding the eonsideration of certain and uncertain prospects, is deseribed, 
which has led to an axiomatic treatment of a numerical utility. While Allen 
states on the one hand that the eurrent ordinal treatment of the eoncept of 
utility will remain the basis of the analysis of consumer demand, he also says, 
on the other, that the other utility coneept (for risk-taking situations) has ap- 
plications “at least as extensive as the theory of games.” T find it hard to reeoneile 
these two views and, while TP naturally believe that the numerical utility will 


eventually terminate the eurrent ordinal treatment, Tam also convinced that 
game theory is an event of a totally different magnitude than the new technique 


for measuring utility. 

Summarizing, | would like to reiterate that this is a very impressive book, 
a good book, and a very useful one. The author deserves admiration for the 
skillful presentation of what must have been a formidable amount of work. 
This book will far transcend the influence a good textbook sometimes exercises ; 
it pulls together so many different strands of thought and development that it 
cannot help but to influence future work by enabling the student of mathematical 
economies to get a better perspective of the different tendencies now being pur- 
sued. Furthermore, the book is written ina pleasant style and is in no way “dry.” 
Had it pomted more towards the future, indicating where the unsolved prob- 
lems lie, thereby stimulating the interest and the imagination of the young 
readers, it would probably accomplish even more. Together with this would have 
gone a greater stress on the new mathematies that are being developed for the 
social screnees, a development which will ultimately lead to a profound trans- 
formation of the body of “mathematical economies.” 

Princeton University OsKAR MORGENSTERN 


Towards a More General Theory of Value. By BE. HW. Chamberlin. New York: 
(Oxford University Press, 1957. Pp. vil, 318. $5.00. 
This collection of sixteen essays, of which four are new, appears almost exactly 
twenty-five years after the publication of the first edition of The Theory of 
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Monopolistic Competition. And in it, Professor Chamberlin clings tenaciously to 
his busie proposition that monopolistic competition is more “realistic” than neo- 
¢lassical theory—because the assumptions on which it is based correspond more 
closely to the faets of life. And given the greater “realism” of monopolistic 
competition, he is hard put to understand the coolness (one might even say, the 
hostility) displayed toward monopolistic competition by many general econo- 
mists. 

But “realism” is a relative matter, And, therefore, when Professor Chamberlin 
suggests that neo-classical theory is based on insufficiently realistic assumptions 


he means, presumably, that, those assumptions are insufficiently realistic relative 


to the purposes he coneeives economic theory should serve. 

Unhappily, Professor Chamberlin does not tell us what he thinks those pur- 
poses are or should be. One ean only wish that he would: for, if he did, a sub- 
stantial portion of the controversy which has grown up between him and, e.g., 
“The Chicago Sehool” would doubtless disappear. In any case, beeause he does 
not do so, he seems to be arguing that neo-classical theory should yield to the 
theory of monopolistic competition simply beeause it) (neo-classical theory) 
bears a less close resemblance to the real world. 

But Professor Chamberlin cannot really mean this. Whether one theory is 
“better” than another obviously depends on the purpose at hand. Are we inter- 
ested in What will happen to the consumption of liquor if the exeise tax is raised 
by x percent? Or in what will happen to the consumption of cars if the price of 
gasoline is raised by y cents? Or in the secondary effects, if any, on other means 
of transport? Or in the eeonomic consequences if the ‘Textile Workers or the 
Garment Workers sueceed in obtaining a wage inerease of 2 cents an hour? 
Professor Chamberlin may consider it unrealistic to talk of ears, liquor, gasoline, 
textiles and clothing but, given the way problems of this kind normally present 
themselves, what alternative do we have? And obviously each of these problems 
requires the use, in one way or another, of industry supply and demand curves. 
Clearly, therefore, the less “realistic” theory is not merely better here—it i 
indispensable. 

Professor Chamberlin is, of course, sensitive to these difficulties. For example, 
on page sixty-eight he says (note 23) that “there is urgent need for examination 
of the variety of eriteria by which areas intermediate between the firm and the 
whole economy may be meaningfully defined.” But, unhappily, all that the 
theory of monopolistic competition actually gives us for the purpose is the eon- 
cept of eross-elasticity of substitution. But this concept does not mect the need 
simply because there is no way of giving it empirical eontent—exeept on the 
basis of hunch and instinct—that is, except on the basis of what we deem to be 
essential resemblances among produets in terms of the purposes they are designed 
to serve. But if we group products in this way, we are simply using the notion 
of an industry in much the traditional way. [t is of course obvious that Professor 
Chamberlin has made us much more conseious of the pitfalls and difficulties in 
this kind of analysis and of the kinds of qualifications to whieh our conclusions 
are necessarily subjeet. But the basie problem remains: in dealing with “group” 
or “industry” problems we have no alternative but to fall back on traditional 
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techniques——-techniques whieh emphasize the semilarities among the products 
in a particular group rather than their differences. Obviously, if we insist too 
hard on the importance of the differences we are left with no tools with whieh 
to deal with problems of this type. 

The question then is: Are the differences so important that the traditional 
techniques are of little or no value, and must we therefore accept Professor 
Chamberlin’s maplied alternative—to abstain altogether from this type of analy- 
sis until such time as more satisfactory tools become available? 

In this connection, one may perhaps be allowed to wonder whether it is not 
produet standardization rather than product differentiation which is really the 
new thing, The very widespread use of mass production methods has un- 
doubtedly introduced mueh greater basic homogeneity into many of the various 
classes of consumers’ goods than prevailed fifty years ago. And consumers are 
not nearly so dull as some people seem to believe: they are becoming imereas- 
ingly sensitive to the “real” qualities of the things they buy and therefore much 
more sensitive to small changes in relative prices. [f this is so, perhaps as econo- 
tists We have less reason to be diffident and embarrassed about the tools which 
perforee we must use in dealing with day-to-day problems larger in seope than 
the individual firm but smaller than the ceonomy as a whole. 

Now, Professor Chamberlin’s ideas have always been essentially very simple 
and they obviously contain a substantial element of truth: real situations are 
always a blend of monopolistic and competitive elements. The producer of a 
differentiated product has a degree of freedom to raise price. This freedom wall 
vary depending on the proximity and availability of substitutes. The producer 
In the real world not only experiments with changes in price, he also experiments 
with changes in his product and with the level of his selling outlays. Professor 
Chamberlin has shown us ina very interesting and ingenious way how the in- 
dividual firm achieves equilibrium through the manipulation ef these variables! 
And Professor Triffin has carried the matter to its logieal conelusion by showing 
that, under conditions of monopolistic competition, we lave only the individual 
firmion the one hand and general equilibrium on the other. 

The question then is: What are the impheations of these ideas? In what sense 
and in what ways are they useful? These are not easy questions to answer. The 
theory of monopolistic competition is in-essence a theory of the individual firm 
and its prineipal trait has been, naturally enough, an increase in our under- 
standing of certain heretofore negleeted aspects of the behavior of the individual 
firm. And it has brought these aspeets of the behavior of the firm within the 
framework of the equation MIC MR. 


The theory has also had some vogue in anti-trust affairs and has been ex- 


tensively used (some people might say “mis-used”) by defendants under the 
Sherman Aet and their eounsel, And the courts now tend, doubtless as a result 
of the theory, to favor a broader rather than a narrower construction of the 

‘The theory has undergone a reformulation im whieh, after ala. the group has been 


. 
thandoned See the third essav, “Monopolistic Competition Revisited.” po 43 ef seq. and 
especiilly p. 6S 
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anti-trust laws (see for example, the Du Pont cellophane ease and especially 
Judge Medina’s opinion in the Investment Banking ease). Thus, the theory has 
had some impaet on publie poliey. 

In addition, the theory has doubtless been of great use to students of the dy- 
names of particular industries. And it has perhaps also shown us one of the 
many ways, produet differentiation, by which change enters the eeonomy, 

But, in general, the impact of the theory has not been overpowering —although 
its influence has been pervasive, perhaps much more so than Professor Chamber- 
lin himeelf is inelined to believe. The impact of the theory has not been over- 


vowermng simply because, strietly construed, it would deprive us of the few tools 


we have for dealing with problems larger in seope than the individual firm 
but smaller than the economy as a whole. And these tools when used with skill 
and eare are eapable of produeimg useful results. 

The conelusion must then be that the great contribution of the theory lias 
been the breaking of new ground. [tis unfortunate that no serious attempt has 
been made to earry it forward to the point at whieh it would be really useful 
for dealing with “group” and “industry” problem: 

University of North Carolina Avery B. Conan 


Essays in the Theory of Economic Growth. By Evsey Domar. New York: 

Oxford University Press, 1957. Pp. x, 272. $4.50. 

With one exeeption, this volume is comprised of reprints of Professor Domiar’s 
contributions to the “theory of eeonomie growth” that have appeared in the 
leading journals over the past deeade. The one exeeption, “A Soviet Model of 
Growth,” published here for the first time, is a eritical exposition of a growth 
model developed around 1928 by the Soviet economist G. A. Feldman. To any- 
one interested in abstract growth theory, this volume should serve as a valuable 
addition to his library, bringing together some of the more important of the 
seattered writings plus a new essay by one of the contemporary contributors to 
this braneh of economies. 

Although economists have long been concerned with the problems of ecconomie 
growth, the development of the formal models by and large had to await the 
Keynesian savings-investinent analysis. And, of course, Professor Domar is 
among the pioneers of the formal models. ; 

The basie purport of the Domar Cand Harrod) approach is that we must in- 
elude growth elements in our macro-economic analysis, and this means that 
macro-economics becomes “dynamie.” Briefly, but T hope accurately; Domar’s 
basie thesis reduces to this: With the ceonomy at a full employment equilibrium, 
both aggregate demand and aggregate supply must grow in a balanced fashion 
if the equilibrium is to continue. But this only raises the basic issues— for an 
Increment in investment does more than ereate an merement in income (via the 
faruliar multiplier effeet); it also adds to the productive capacity of the total 
economy. Tf the full employment equilibrium is to be maintained the increment 
to Income must be, given the propensity to save, sufficiently large to utilize the 
net addition to total productive capacity, Otherwise exeess capacity will ma- 
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terialize; and so will unemployment materialize since Domar arbitrarily identi- 
fies full employment of the labor foree with full utilization of the productive 
‘apacity. Since, moreover, he assumes a constant capital coefficient, Income must 
grow at a constant rate in order for the equilibrium to be maintained, 

Domar’s analysis is, of course, much more detailed and thorough than the 
preceding summary might indicate. Exeept for some rather confusing definitions, 
I have only one basie objection to his analysis. This objection may be developed 
with reference to one aspeet of Domar’s analysis, and then in turn expanded to 
a more general methodologieal eritieisim. 

Domar defines productive capacity as“... the total output of the economy 
at what is usually called full employment (with due allowanee for frictional 
and seasonal unemployment), such factors as consumers’ preferences, price and 
wage structures, intensity of competition, and so on being given” (p. 87). Yet 
an integral part of his analysis is that productive capacity changes at a con- 
stant rate. It seems highly unlikely, however, that with productive capacity 
changing, either at a constant or some other rate, consumers’ preferences re- 
main unchanged (vz., new products and product quality changes), that price 
and wage structures remain constant, and so on. Rather, these elements will be 
changing along with productive capacity, so much so in fact that the latter be- 
comes extremely diffieult to define. Moreover, changes in produetive capacity 
take on a qualitative as well as a quantitative aspeet, and this will influence 
the rate at which productive capacity changes. Nevertheless, Domar sticks to 
his assumptions 

In the more general sense, Domar bases most of his analysis on assumed con- 
stancies of important variables, e.g., the propensity to save, the multiplier, and, 
as noted above, the eapital coefficient. In the Domar model the eeonomy grows 
at a constant rate from time period to time period. However, in the real world 
the variables do not assume constaney, but rather are subject to volatile, often 
unpredietable, changes. Thus, on these grounds, the usefulness of the analysis 
for short-run policy purposes may be questioned. Domar, of course, is dealing 
with long-run relationships, and much of the data indicate that the propensity 
to consume and the capital coefficient have been relatively constant over the 
long-run, at least in this country. But policy makers are concerned with the 
short-run, as well as with the long-run, and at any one time these variables may 
have values that diverge considerably from their trend lines. 

Although T prefer the approach of the less formalistie growth theorist, suel 
as David MeCord Wright, to the more rigid, formalistie approach of Domar’s, 
this must not be interpreted to mean that [ feel that the Domar analysis is 
sterile. Far from it; for not only has it raised new issues, it has also restated 
old ones ina refreshing manner. The analysis moreover has also served to refocus 
attention on eeonome growth and in this respect is highly welcomed. It may be 
true, as Domar says (p. 34), that he prefers to work on his end of the bridge, 
and “Professor Wright will probably start from the other end. Perhaps we will 
meet in the middle some day.” 

University of Oklahoma Lovis A. Dow 
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A Theory of the Consumption Function. By Milton Friedman. Princeton: 
Princeton University Press for the National Bureau of Economie Research, 
1957. Pp. xvi, 243. $4.75. 

In this careful monograph Professor Friedman proposes a consumption fune- 
tion which seems logically sound, consistent with empirieal evidence, and a very 
useful tool in researeh and in policy making. It is a matter of common observa- 
tion that people whe get windfall gains do not increase their consumption spend- 
ing as much as people who get similar increases in their regular incomes, [tis 
also true that sudden Joss of income through unemployment does not curtail 
spending as much as income falls. Therefore Friedman's suggestion seems quite 
reasonable that we coneeptually separate current or “measured” income into 
two components: “permanent” and “transitory.” Friedman admits that the con- 
cept of “permanent income” is “hard to define preeisely” (p. 221). Similarly, 
“the above identification of a windfall with transitory income is not preeise” 
(p. 28). A rough translation of the two terms might be “expected to continue” 
and “expected to be temporary.” How far ahead does the individual look in mak- 
ing such a distinction between types of income? Not forever, as the adjective 
“permanent” might seem to suggest. “A number of different pieces of evidence,” 
says Friedman, “support the highly tentative conclusion that the horizon so 
defined is about three years” (p. 221). 

After making a similar division of current consumption into “permanent” and 
“transitory” elements, Friedman presents his hypothesis that permanent con- 
sumption is a constant fraetion of permanent ineome for all ranges of that in- 
come. The size of the fraction itself depends on two major variables: the 


eluding the degree of uncertainty attached to the reeeipt of income, the number 
of members of the consumer unit and their ages. Cultural differences aserrbed 
to national origin and “race” are also noted. The final part of his hypothesis is 
that “the transitory components of income and consumption are uncorrelated 
with one another and with the corresponding permanent components” (p. 26). 

The major portion of the book is devoted to testing the consistency of this 
permanent meome hypothesis with existing evidenee in budget studies and time 
series data. These lead him to conclude that during the past 60 years in the 
Us. the basie ratio has remained “from 90 to 95 for wage earners, from .8O 
to .90 for entreprencurs, probably close to the lower end of this range for non- 
farm entrepreneurs and to the middle or upper end for farmers” (p. 227). For 
the country as a whole it has remained at about 88. Deviant years are attributed 
to changes in the major variables noted above, to differences in the way data 
were gathered and classified, and to “the nonrepresentativeness of the samples 
or errors in recorded responses rather than a characteristic of the population” 
(p. 49). 

It should be noted that Friedman's consumption function dealing with “per- 
manent” components does not contradict the frequently observed relationship 
between current Income and current consumption. Lower income families save 
a smaller proportion of their current incomes than do higher income families. 


interest rate and the ratio of wealth to income, and upon several minor ones in- 
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Friedman would say that many low income families have a permanent income 
horizon that exeeeds their measured income. At the other end are those with 
frequent large transitory components in measured income and a high wealth- 
income ratio. Keynes was right in his observation about the behavior of people 
in different income groups. His mistake was in reasoning from the particular to 
the general in this matter, a logieal fallacy which he saw clearly in other con- 
nections. Positive and negative transitory elements generally cancel out in ag- 
gregate income and aggregate consumption data for a country as a whole. Only 
the constant relation between permanent consumption and permanent income 
remains, as statistieal studies of Kuznets and others have shown despite Keynes’ 
prediction to the contrary. 

The “secular stagnation’ thesis of Keynesians is seriously undermined by 
Friedman's analysis sinee “there is no reason to expect the savings ratio to rise 
with a secular rise in real income” (p. 237). Therefore we do not need to try 
to raise the average propensity to consume by more progressive taxation and 
other income-levelling deviees. we accept the inecome-expenditure theory of 
income fluetuations (Friedman has reservations), we must recognize that the 
multipher effeet of changes in investment will be smaller than generally assumed, 
“only about 14, and this takes no account of the stabilizing effeets of the pro- 
gressive personal tax structure, corporate taxation and savings, and the like” 
(p. 238). 

Implications for further researeh in this field are elearly stated. The author 
hopes that supporters of the relative-ineome hypothesis will recognize it as a 
speelal case of the permanent income hypothesis, valid under certain conditions. 
The wealth-ineome approach of other researchers in this field has been ineluded 
in Friedman's general funetion, The reviewer remains unconvinced of the sig- 
nifieanee of one of the variables, the interest rate. Hlowever cogent Friedman's 
a proort analysis appears in its mathematieal dress, the volume presents no sup- 
porting empirical evidence and the whole argument requires the assumption 
of an ineredibly rational and carefully ealeulating eeonomie man, 

Rollins College Roper’ Bo 


The Political Economy of Growth. By Paul A. Baran. New York: Monthly Re- 
view Press, 1957. Pp. x, 308. $5.00. 
Professor Baran sees the key to eqonomice development in the use made of 


society's “econonue surplus,” particularly potential economic surplus—the ex- 


cess of maximum achievable output dver “what might be regarded as essential 
constimption” 23+. A “rationally ordered society” would end capitalism's 
Waste of potential surplus in production of “armaments, luxury articles of all 
kinds, objeets of eonspreuous display and marks of social distinetion” and in the 
activities of “clergymen, liwyers ..., advertising agents, brokers, merehants, 
speculators, and the like” (pp. $2-331-—-even beauty parlors (p. “The es- 
tublishment of a socialist planned economy is an essential, indeed indispensable, 
condition for the attaimment of economie and soeial progress in underdeveloped 
countries” (p. 261). 
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So far, progress has been slow, for whieh “the ‘unreformed’ nature of con- 
temporary imperialism and its inherent animosity towards all genuine mitiative 
at economic development on the part of the underdeveloped eountries’”” (yp. vi) 
are to blame. Imperialists drain away much of the potential economic surplus of 
the backward countries in the form of outrageous profits on investment. Theories 
about Malthusian dangers and about the advisability of capital-sparing pro- 
duetion processes in countries short of eapital and long on labor form part of 
a “now fashionable campaign to prove ‘scientifically’ that the baekward coun- 
tries should ‘go slow’ (or, better still, not go at all) in the direetion of indus- 
trialization and economic development” (p. 288). Economie obfuseation is bol- 
stered by “religious obfuscation” and an “effort to strengthen the sway of 
religious superstitions” (p. 253). Lately the imperialists have resorted to eco- 
nome aid as a “scheme of ‘bribing’ the peoples of the underdeveloped countries 
to refrain from overthrowing the existing system and from entering the road to 
rapid economic growth..." (p. 13). 

Baran bewails not only the plight of baekward countries but also “the waste, 


” 


irrationality, and cultural and moral degradation of the West’ (p. vind. He 
exhorts Western socialists to renew their “dedication to the eause of reason, 
progress, and freedom” (pp. “Monopoly capitalism” suffers. as shown 
by the Keynesian analysis and by the growth writings of Domar, Elarrod, and 
Colm—tfrom 
lets,” “a strong tendeney towards stagnation,” and an incapacity for sustamed 


a growing inadequacy of the volume of private investment out- 


cconomle growth (op. 7-1 & chap. 3). Thus “it has to rely in the main on mili 


tary spending. ... To seeure popular acceptance of the armaments program, the 


existence of external danger has to be systematieally hammered into the minds 
of the people. ... intidents are provoked to lend a basis to the cultivated fears, 
to give substance to the systematically sustamed hysteria. ... opportunities for 
major or minor police actions offer themselves all the time” (pp. 129-130). Fear- 
ing thermonuclear total war, however, “monopoly capital’s responsible states- 
men” prefer “the atmosphere of danger to danger itself” (p. 182). Of course, 
“the Soviet Union has no intention of attacking capitalist countries” (p. 257). 

An embarrassed preface mentions Hungary, Poland, and Khrushehev's revela- 
tions about Stalin and blames misdeeds not on socalism but rather on “the 
political system that evolved from the drive to develop at breakneck speed a 
backward country threatened by foreign aggression and in face of internal re- 
sistance” (p. vin. This is an odd distinction to invoke on behalf of a type of 
social organization whose defining characteristie is an interweaving and een- 
tralization of ecconomie and political power. 

Ina methodologieal aside, Baran alleges an “inherent ineapaecity of bourgeois 
economies to penetrate the subjeet matter of its investigation. Crudely tearing 
asunder a historical phenomenon, turning away from the complex whole in or- 
der to see better its much simpler parts, it arrives at statements whieh, even if 
partaking of truth with regard to the parts, constitute falsehoods with regard 
to the whole. For a historical phenomenon is inseparable from what represents 
its inevitable outgrowth” C(pp. 217-2108). Furthermore, “the stand-by eate- 
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gories of bourgeois economics, ‘seareity of resources’ and ‘shortage of capital,’ 
... become fictitious in the phase of monopoly capitalism and imperialism” (p. 
243n). (The immense, and undeserved, compliment to “eapitalism” implied by 
this remark is apparently unintended.) Baran studs his book with disparage- 
ments of bourgeois ceonomics as “unhistorieal” and with eryptie allusions to “the 
dynamics of the historieal process,” “the historical dialectic,” “historical laws,” 
“the changing realities of the historical process,” “different phases of capitalist 
development,” “thinking in terms of historical change and development,” and 
“a forward-looking historieal view.” The vogue such slogans still enjoy among 
certain economists makes a seareh worth while for whatever light Baran may 
shed on their meaning. Apparently they mean little beyond an unbuttoned pro- 
pensity to put forth loose and untestable theories in the guise of historical fact, 
to offer “brilliant insights” and seleeted seraps of history in place of plodding 
analysis. Baran seems to harbor a metaphysical belief in laws of historical evo- 
lution— laws transeendinY: the ecomplexly-interacting laws investigated by par- 
ticular sciences. He presumably would deny that “the space-time relations of 
any given situation ... are unique... History is unique, it deals with unique 
events, and it is not concerned with laws and propheey.” (James C. Malin, On 
the Nature of History, Lawrence, Kansas, 1954, pp. 1, 67). 

This reviewer found Baran’s rehash of old slogans almost unbearably tire- 
some. He can think of only one thing to praise: Baran’s forthrightness. 

University of Virginia Levanp B. Yeacer 


The Economics of Discrimination. By Gary 3S. Becker. Chicago: University of 

Chieago Press, 1957. Pp. ix, 137. $3.50. 

For the readers of this journal, The Economics of Discrimination may well 
be the most important book of the year. It marks the fiest time that a professional 
economist has attempted a detailed study of the eeonomie consequences of racial 
prejudices. (In the two-volume American Dilemma, Myrdal the sociologist 
firmly held in cheek the analytieal bent of Myrdal the economist.) 

Beeker takes his approach from international trade. The diseriminating in- 
dividual is presumed to have a taste for diserimination—‘‘to act as of he were 
willing to pay something, either directly or in the form of a reduced income, to be 
associated with some persons instead of others” (p. 6). The taste for diserimina- 
tion as it affeets the dealings of Negroes and whites is thus akin to a tariff bar- 
rier impeding trade between two countries and the generalizations appropriate 
to the economie consequences of protection apply to race relations. For example, 
(a) a taste for discrimination lowers real income by misallocating resources, (b) 
Negroes as the smaller and poorer group suffer most, (¢) Negroes would suffer 
less af they had more capital, (dd) white workers may gain by discriminating but 
white capitalists undoubtedly lose, and (e) if Negroes retaliate by cultivating a 
taste for diserimination they will drive their incomes even lower. While these 


conelusions will not surprise economists, they are worth underlining if only to 
dispel the widely held view that white capitalists are the main beneficiaries of 
discrimination. 
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Becker, however, does much more than eall attention to that which should be 
obvious, Using Census data on occupations and earnings, he seeks to find “co- 
efficients of market discrimination.” This is a difficult business since, insofar 
as Negroes have less education and property than whites they will reeeive lower 
incomes in the best of worlds. Nevertheless, an elaborate analysis leads Becker 
to conclude that, ceteris paribus, “individuals in the South appear to have had, 
on the average, slightly less than twice as much taste for discrimination as those 
in the North” (p. 102). Moreover, within each region tastes for discrimination 
are not much affeeted by age, education, or the percentage of Negroes in the 
population. 

Although impressive, Beeker’s analysis does not inspire complete confidence. 
Thus he holds that degree of monopoly is probably one variable affecting market 
diserimination. For monopolistic industries will tend to practice more diserimi- 
nation against Negroes than competitive industries beeause restrictions on en- 
try limit the advantage that would otherwise be enjoyed by employers with 
seant taste for diserimination. The Census data on southern industries appear 
to confirm this premise. This reviewer suggests that closer study would show 
that monopolistic industries in the South employ more costly grades of labor 
and, hence, a greater percentage of whites; and that their racial employment 
policies are more influenced by collective bargaiming than are those of competi- 
tive industries. In faet, few competitive industries in the South employ, per- 
centage Wise, as many Negroes as tobacco manufacturing —a highly concentrated 
trade. The presence of Negroes in tobaceo in their present numbers is a matter 
of historical accident. Negroes gained an important place in the industry when 
it was unorganized and much “dirtier” than now and have used their power in 
the Tobacco Workers Union to slow the shift of jobs to white workers that the 
union's high wage poliey has encouraged. 

Again, the notion of a taste for discrimination las serious limitations. Most 
whites have not one but many tastes for diserimination which are not necessarily 
consistent. People who most strongly object to the employment of a Negro girl 
as a kindergarten teacher may consider her an ideal nursemaid. One must take 
exceeding care in treating irrational behavior as if it is rational behavior. 

As a basis for prediction, Becker's analysis has little usefulness. It implies 
that the gulf between white and Negro incomes will narrow as Negroes become 
better educated, accumulate property, move north, and the white taste for dis- 
crimination declines. On the erueial question of how a taste for diserimination 
changes, this book sheds no light. In analyzing the eeonomie features of dis- 
crimination, good economie theory——and Becker's is very good indeed—is not 
enough. 

This review will close with two melancholy reflections. The first is that this 
work will do nothing in the wider world to deny our diseipline’s reputation as 
the distnal selence, e.g., “suppose there are two groups, designated W and N, with 
members of W being perfect substitutes in production for members of N” (py 9). 
Or “the analysis in this monograph can be viewed as a case study in the quanti- 


tative analysis of non-pecuniar variables” (p. 131). No doubt a cool head 
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should restrain a warm heart. But is it necessary to write “as if” racial dis- 


crimination is an interesting economie problem and nothing more? The second 


reflection is that, apparently, eeonomists in the South must still look to Chicago 
for pioneer work on the region’s important problem, 
University Dewry 


Activity Analysis and the Theory of Economic Equilibrium. By Helen Makower. 
New York: St. Martin's Press. London: Maemillan, 1957. Pp. xiv, 192. $5.75. 
Up until recently economists have been working with concepts which bear a 

close affinity to certain mathematieal methods. Thus marginal productivity and 

the marginal rate of substitution of Y for V, concepts used in produetion and 
consumption theory, ean be interpreted by differential ealeulus. By extending 
the use of ealeulus systematieally, using any number of variables and making 
use of certain topies in algebra, sueh as quadratic forms, an approach to basic 
econome theory ean be built up. Certain qualities are inherent in the approach: 

(1) the method leaves unspecified the particular form of the produetion funetion 

or indifference curves; (2) the method deals only with small changes in the data; 

(3) it commonly employs equations, 

It is the purpose of the book under review to bring to the attention of econo- 
tists an alternative approach which goes under the tithe of activity analysis or 
linear programming. Activity analysis is built up from different mathematics! 
bases, among which the following may be mentioned: (1) the method makes 
use of linear funetions which ean conceivably be identified and applied to spe- 
cifie cases; €2) thesinethod handles large changes in the data; (3) it commonly 
employs mequalities, At the outset a formidable difficulty presents itself. De- 
spite the use of linear relationships in the work, there is no known method of se- 
curing an immediate answer to the problems formulated. Instead, a method of 
iteration or repeated caleulation is required to find a solution for the quantities 
and prices 

Sinee the founders of activity analysis have been concerned primarily with 
developing theorems, they have made little attempt to restriet the mathematics. 
In contrast, the author secks to act as apostle for this new approach, explaining 
the several concepts with simple tables and numerical examples. Oceasionally, 
“old fashioned” geometrical methods are employed. Among the topies covered 
are: the alloeation of resourees, marginal productivity and marginal rates of 
substitution, the solution for prices and quantities, and exchange. Subsequently, 
the author applies the new method to the theory of taxation and specialization, 
as Well as certain other topies such as the “Ricardo effeet.” Among the most 
interesting topies is a discussion designed to dispel the notion that the linearity 
of the funetions employed implies constant returns to scale. 

Inevitably, the question arises as to whether the author's attempt to simplify 
this alternative approach to economies Was suceessful, At points where the au- 
thor allows herself space for extended discussion, as in the opening chapter, she 
seems remarkably suceessful, At other points, notably in the last chapter, where 
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variables and activities multiply, the reader may wonder at some of the tables. 
On the whole, the book seems to be a praiseworthy attempt to find paths in the 
fustnesses of latter-day econometrics. 

University of Alabama g 8. Henperson 


Europe and the Money Muddle. By Robert Triflin. New Haven: Yale University 

Press, 1957. Pp. xxvil, 351. $5.00. 

Triffin’s many admirers will find no cause for discouragement in this present 
study of the move “from bi-lateralism to near-convertibility” over the years 
1947-56. This is a thoughtful volume, deseriptive in the best analytical sense, 
forcefully written, and generally persuasive in argument, 

Triffin’s principal preachment is caution in too hasty a drive to attain literal 
full convertibility. The theme is carefully fortified out of the international and 
interregional problems of adjustment to the postwar dollar shortage, the luro- 
pean economic collapse of 1947, the Korean conflict and the faltering experi 
ments with bilateralisim. 

Quite apart from the theme of the book——and there will be some who wall 
quarrel with this theme—Triffin’s study appears to be a near indispensable ref- 
erence volume for those who have reason for preoeeupation with the problem 
of international economic stability (or instability?). The historical analysis of 
the dollar shortage, of Europe's postwar economie collapse and recovery con- 
stitutes background material of real utility. Chapter 3, a discussion of the vari- 
ous international eurreney plans under consideration in the 1944-47 period, 
should be required reading for all who are impatient with convertibility progress 
to date. It constitutes a useful reminder of the stresses which build beneath the 
surface of international discussion. 

Triffin moves skillfully through the maze of bilateral plans to the eoneeption 
of an intra-European settlements systeri. His discussion of the European Pay- 
ments Union is a wholly competent job and displays a nice awareness of the 
intricacies involved in the transition from a theoretical plan to practies 
political world. 

If others find, as this reviewer did, that Triffin’s discussion of the “approaches 
to convertibility” was less satisfactory than the earlier portions of lis book, 
the fault lies less with Triffin than with the facet that this is a discussion not 
easily managed in its own right. The play progresses, but the plot is muddled, 
But, of course, Triffin has titled his book “the money muddle.” Some readers 
will no doubt feel that Triffin has written his drama on the premise that eon- 
vertibility was the goal; has earefully shown the perils which beset the mareh 
to convertibility; and finally, at the conclusion, has suggested that after all 
convertibility is not itself very important. This may be a letdown for some. 

One further comment. Triffin’s introduction is east in the form of a book re- 
view by Triffin, of Triffin, It is a eritieal review subtly well done. The Table 
of Contents is more in the form of a “reader's guide.” For example, readers are 
told that Chapter 6, for example, contains little that an intelligent reader eould 
not find in the finaneial seetion of the New York Times. Chapter &, his eon- 
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cluding chapter, is noted by Triffin as the Chapter he would most like to have 
Seeretary Humphrey—or his suecessor—read. 
University of North Carolina Mavrice W. Lee 


The Mechanics of Inflation. Report of the Committee on Economic Poliey. 
Washington, D. C.: Chamber of Commerce of the United States, 1957. Pp. 
67. $1.00. 

This booklet is justified by its authors on the grounds that the continued 
steady rise in prices and costs in peacetime provides adequate cause for serious 
publie concern about inflation, and that ... “there is an urgent need for greater 
publie understanding of the mechanies of inflation. This report attempts to help 
meet that need.” 

The report makes no original contribution to the theory of inflation or its 
control, but it does a good job of summarizing the current consensus among 
economists. Tt is well-written, well-organized, and short enough to be finished 
in one evening by an interested, literate person not especially trained in eco- 
nomies. (The discussion occupies only about 35 pages; the rest of the page 
space is covered by tables, charts and an appendix that do not have to be read 
in order for one to follow the discussion.) 

The analysis is of necessity incomplete, but it is sound. Inflation is treated 
as a process whereby the purchasing power of the dollar in all major uses is 
reduced. Involved in the process are rapid economic growth, the banking system, 
the level of government expenditures, government guarantees of full employ- 
ment, priee policies of business enterprises, and wage policies of labor unions. 

As might be expeeted in a publication of the U.S. Chamber of Commerce, 
much more attention is given to the potential inflationary effects of the wage 
polieies of powerful labor unions in conjunction with government guarantees of 
full employment than to business price policies in this same connection. The 
writers of the report appear to assume a somewhat greater amount of price 
competition than many economists think exists among large business enterprises. 
Nevertheless, the report is analytical rather than dogmatic and partisan, and 
is about as well-rounded as can be expected of so brief a report on this subject. 

Clemson College James M. Srerp 


Fluctuations, Growth, and Forecasting. By Sherman J. Maisel. New York: John 

Wiley & Sons, 1957. Pp. ix, 552. $7.50. 

The author presents aggregative economies as an alluring substitute for the 
orthodox business eyeles text. He shows how the businessman ean harness this 
relatively new body of factual understanding en masse to improve his “batting 
average on major poliey decisions. The ease method is followed extensively. 
Forecasting techniques are stressed throughout, 

Parts | and PD deseribe our “dynamic economy” and “assembling of informa- 
tion” for analysis. The information utilized is the framework of national income 
and product accounts. Individual spending units—consumers, business, govern- 
ment——are the deeision makers in a free economy, and “focusing attention on 


BOOK REVIEWS 499 


the decision units makes it possible to integrate the national income concepts 
with eyele and growth theory.” 

Part II consists of 9 chapters of “studies in spending decisions” and Part IV 
is “forecasting.” Actually, there are more forecasting examples in Part IT, eg., 
nondurables, autos, college enrollment, steel, inventories, housing, and a price 
forecast. Several forecasts, however, are historieal description rather than a 
detailing of forecasting technique. Despite its title of forecasting, two-thirds 
of Part IV deseribes the business eyele and U.S. eyele history, 1913 to date. 
The last chapter, however, explains the National Bureau statistical indicators 
and diffusion indexes and gives an example of projecting GNP. 

Analysis of decision-making leads to analysis of policy in Part V. Govern- 
ment, business, and individuals are discussed in their roles of investors and 
savers. Government polieies—monetary, fiseal, public works, housing—get the 
most attention, A quoted ease history of government decision-making in the 
1953-1954 recession is especially interesting at the moment. 

Tables 18-1 and 19-1, basic tables to the text, warrant more careful prepara- 
tion and documentation. Beginning date of the tables is 1913, but Fig. 2-1 
begins 1900. Actually, data on real output per man-hour available from govern- 
ment sourees begin 1909. Quoted source of Table 19-1 ends 1953 but table 
extends through 1956. Text references to stoek price changes shown in Fig. 2-3 
appear erroneous; rise in annual averages 1920-1929 approximates 200 percent, 
not 300; 1932 average is 25 percent of 1929 high, not 10. Fig. 2-6 would be 
more useful if the underlying data were deseribed briefly in the source note. 

The illustration on p. 49 of the dangers in use of trends may unduly deter 
some readers from engaging in the highly useful analysis of growth rates. The 
author's straight-line trend 1937-1949 revealed an annual growth rate of 3.3 
percent, but 1936-1950, over 5. This reviewer's cheek suggests that the more 
relevant distinetion is between a compound rate of growth calculated from the 
first and last year and the preferable method based on all years in the period, 
The former gives 3.5 and 49 percent, or close to the author's figures; the latter 
(Glover's exponential), 3.1 and 3.8. The author also fails to make elear that 
differences resulting from fitting various mathematical trends are much greater 
in extrapolation than in deseription of past data. 

Criticism of some details does not vitiate our conclusion as stated at the 
beginning of this review. The volume deserves eareful consideration as a text 
in courses dealing with economic fluctuations and/or national income. Although 
the emphasis is on aggregative ceonomies, or as the author might prefer, dynamie 
business economies, much typieal business eycles text material is included, e.g., 
long waves, 18-year building eyele, acceleration principle, multiplier, and con- 
sumption funetion. 

University of Miami Rienarp M. Sxyper 


Problems of Cayital Formation: Concepts, Measurement, and Controlling Fac- 
tors. By the Conference on Research in Income and Wealth. A Report of the 
National Bureau of Economie Research. Princeton, N. J.: Princeton Uni- 
versity Press, 1957. Pp. xi, 612. $7.50. 
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These fifteen papers presented at a conference on income and wealth, to- 
gether with the printed discussion of each of these papers, provide a wide range 
of material on the major aspects of capital formation. Because of the variety of 
subjects and differences in backgrounds and theories of the contributors, no 
generalizations can be made as to validity of#he-concepts used and conclusions 
reached, The discussions following each paper highlight both the strong and 
weak points of that paper. Since the topies treated include those aspects of this 
general subject: which are controversial and exploratory, these comments by 
discussants serve to keep the reader on an even keel. . 

The articles are grouped in three parts. Part Tis made up of papers which 
estimate several of the different components of capital formation and how this 
growth has been finaneed, Part IL, evidently the major emphasis of the book, 
deals with measuring capital coefficients for several industrial groups. In Part 
is group of papers discussing specifie factors which affect private capital 
formation, 

This book is an excellent souree of statistical data on many phases of eapital 
accumulation. Some of this information goes back to 1889 and measures the 
effect of eyeles on capital growth. One cannot tell from the articles how reliable 
these data might be, nor to what extent rather crude guesses may have been 
used to complete the data. However, it is reasonable to conclude that these re- 
sults are as reliable as any available anywhere, since the contributors have been 
objective and exhaustive in their methods. The actual capital coefficients pre- 
sented should be used with eare and substaritial qualification. Variability prob- 
lems which defy measurement mean that these coefficients must be accepted 
upon faith, and may be no more than the results of an extensive exereise in 
arithmetic, This is an area of study where concepts easily ean outrun application, 

The concluding paper should be read by all those who use opinion surveys to 
estimate future expenditures for plant and equipment. This article is a very 
timely warning that sueh results are likely to be very misleading. The author 
presents some excellent points to be considered when such surveys are used by 
eCONOMUISES. 

University of Teras W. HH. Bavoun 


The World Dollar Problem. By Donald MaeDougall. New York: St. Martin’s 

Press, 1957. Pp. xvin, 622. $12.50. 

Professor Donald MaeDougall’s volume is a timely and serious contribution 
to the current discussion of the dollar gap: It appears at a moment of renewed 
apprehension of the emergence of a dollar shortage, eaused by the substantial 
surplus in the United States balance of payments and by the loss of gold by the 
non-dollar world to the United States for the first time sinee 1952. And it dis- 
cusses exhaustively the question whether the dollar problem was solely one 
of postwar adjustment, as some ceonomists have argued, or “whether, in facet, 
over the next ten or twenty years, there is likely to be a tendeney for the rest 
of the world to run into defieit with the U.S.” 

The easing of the dollar shortage in the years just prior to the reeent reversal 
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of the favorable trend encouraged the hope that the dollar problem might be 
nearing a permanent solution. But MacDougall attempts to show that this 
optimistie view is probably not justified. “It is greatly to ‘be hoped that this is 
the ease but it would seem only prudent to examine the matter as carefully as 
possible before jumping to such a pleasing conelusion.” In over 400 pages of 
text (technical economic and statistical matter is confined to 200 pages of ap- 
pendiees) the author makes a searching examination of the various possible 
reasons Why there may be a ehronie, or recurring, dollar problem over the next 
two decades, as well as suggests some implications for poliey. 

MacDougall sees the souree of the world dollar problem in that “In terms of 
productive power the non-Communist world is divided into two roughly equal 
parts—the United States and the rest. The U.S., with only one-tenth the popula- 
tion, produces roughly as great a quantity of goods and services as all the other 
nations put together. Eaeh of these great areas trades about 5 per cent of its 
output with the other, but if this trade gets out of balance the resulting troubles 
ean be much more serious than such a low figure would suggest.” Henee he argues 
that the dollar problem ean be solved only by an easy balance of payments of the 
rest of the world with the United States on current account, “but allowing for 
all grants and capital movements other than U.S. government aid which has 
as an Important objeetive the relief of dollar shortage.” Moreover, since the 
trade of the rest of the world with the Unitel States is only about 5 per cent of 
its total output, “The essential problem (as he sees it) seems... to be that of 
balancing accounts between the U.S. and the rest of the world and not, as some 
other writers have suggested, the danger of a long-run deterioration in the rest 
of the world’s terms of trade with the U.S. For, if balanee of payments diffi- 
culties can be avoided, the effect of such a deterioration would be small for the 
rest of the world as a whole . . 

Now what is the prospect that such balanee will in fact be achieved over a 
long period, or, alternatively, what remedial measures can be taken to avert the 


” 


danger of reemergence of the dollar problem? MacDougall answers the first part 
of the question uegatively, stating “that, while a recurring tendeney for the rest 
of the world to run into defieit with the US. is by no means inevitable, it is per- 
haps more likely than not to be a feature of the next couple of decades .. .”’ Con- 
sequently, he warns that governments, in framing their policies in various fields, 
“should not overlook the distinet danger that, despite the favourable experience 
in recent years, a dollar problem will reemerge in whieh every country is liable 
to be involved and whieh could have widespread eeonomie and political re- 


percussions.”” MaeDougall makes clear that both national and international 
action Will be necessary to avert the danger of a dollar shortage. He suggests 


that the most important action would be a large-seale liberalization of the 
United States commercial pohey. The non-dollar countries could also help to 
improve their position by stopping their price levels from rising, by speeding up 
the rate of innovation and the development of new products, and by a greater 
stabilization of primary commodity prices. However, the author feels that 
despite all efforts, the rest of the world may still run into serious deficit with the 
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United States when its gold and dollar reserves are at a low level. Discrimination 
against the dollar may then be inevitable. But this might be avoided by “An 
increase in the dollar price of gold—hitherto firmly opposed by the U.S... .” 
These arguments and conclusions are provocative and challenging, and un- 
doubtedly will generate discussion on both sides of the Atlantic. But Professor 
MaeDougall’s book is a must for everyone concerned with international eco- 
nomics and polities. 

Washington, D.C. Leon Horniker 

Banks and Politics in America From the Revolution to the Ciml War. By Bray 

Hammond, Princeton: Princeton University Press, 1957. Pp. 771. $12.50. 

In a brief Preface, Mr. Hammond explains his reasons for writing this book 
as follows. “IT was led into writing it from some familiarity with banking, because 
of which I had found myself puzzled frequently by two things. One was hearing 
history invoked to support notions about money and banking which I doubted 
if it could in faet support. The other was that in respect to the Bank of the 
United States and Andrew Jackson, interpretations were offered and accepted 
without attention to the obvious resemblance of that institution to modern 
central banks.” 

Furthermore, though an author's own views on this subject are not always to 
be accepted at face value, Mr. Hammond seems in this passage to have captured 
the negative dimension of his own mood quite well, The chip is carefully bal- 
anced on the shoulder at the outset, and its presence is felt by the reader through- 
out, 

Nor is that quality in this volume emphasized here as a defeet. While it is 
often characteristic of scholarship to be eautious and tentative, and while Mr. 
Hammond's work could hardly be deseribed by either of these terms, it is 
nonetheless the fate of much scholarly writing to be so thoroughly qualified 
that it is diffieult to be certain just where the author does stand. This, however, 
is a complaint whieh will not be made of Banks and Politics in America. Mr. 
Hammond makes of his ideas a perfeet target—and there will be few among his 
readers who will not, repeatedly, be impatient to pull the trigger. 

Now it is of course true that a polemic approach invites exaggeration, and to 
this generalization the book under review here is no exception. Thus the re- 
semblance between the Second Bank of the United States and modern central 
banks has been mueh more discussed than Mr. Hammond's presentation would 
suggest. And it is by no means a new idea that borrowing is not always a re- 
sponse to distress, that in faet “a chrome and significant condition of American 
life has been... the prosperous use of borrowed funds by businessmen.” 

But propositions such as these are not the main business of Banks and Polities. 
Rather, true to its tithe, this book concentrates most heavily on the relationships 
between polities and institutional evolution in the money and banking field. 
It is therefore propositions such as the following with which the reader will 
most frequently come into contact—and against which many readers will react 
most strongly. 
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1. In colonial times the demand for paper money came primarily, not from 
farmer debtors, but ambitious businessmen who could appreciate the value in 
a capitalist society of expanding the circulating medium. 

2. In the early days of the nation, the principal pressure against central 
banking came, not from agrarians whose objective was actually to do away 
with all banks, but aggressive businessmen who feared the effect of central bank 
restrictionism on state banks. 

3. The battle over the Second Bank of the United States was primarily a 
battle not between farmers and capitalists over banking as an institution, not 
between state righters and centralists over the structure of American banking, 
not between New Yorkers and Philadelphians over the location of the nation’s 
central bank, but between Hamiltonian centralists and early 19th eentury lib- 
erals over the issue of laissez faire. 

Because this is a large book, into which its author has obviously put vears of 
painstaking investigation, it would be inappropriate in a few short sentences to 
pass judgment on the validity of its major conclusions. Suflice it, therefore, to 
conclude by saying that the scholarship which has here been devoted to sig- 
nificant questions makes this a book with which serious students of American 
financial history during the period covered therein ought to come to grips. 

University of Georgia Howarp RK. Sairu 


The Brazilian Cotton Manufacture: Textile Enterprise in an Underdeveloped 
Area, 1850-1950. By Stanley J. Stein. (Studies in Entrepreneurial History 
Published in Cooperation with the Researeh Center in Entrepreneurial His- 
tory, Harvard University). Cambridge: Harvard University Press, 1957. Pp. 
xl, 273. $5.00. 

“Brazil will indeed be a world power on the day we Brazilians drink imported 
coffee.” This prophecy, attributed to a government official interested in the 
textile business, seemed hardly facetious in the 1940's. In the midst of a world- 
wide dearth of cotton cloth, Brazil became an important exporter (e.g., 26 million 
kilos in 1943); but postwar recovery in other countries left Brazil behind in 
the race to gain or recapture important markets. And an unsympathetic govern- 
ment rebuffed the demands of the industry for subsidies to help it maintain its 
precarious hold on foreign trade in cotton goods. 

Generally, Professor Stein demonstrates, government policies favored the 
growth of the textile industry. The first mills grew up behind the protective 
tariff of 1844. Although the first tariff commission (1853) espoused free trade, 
higher duties on cotton goods (1867 and 1879) responded to a growing sentiment 
in favor of deliberate industrialization for the sake of “economic liberation.” 
Exchange depreciation in the 1890's had the same effect as tariff increases, while 
easy credit and the multiplication of banks of issue encouraged the growth of 
joint-stock ventures. Tariff revision was again called upon to alleviate the ills 
of the industry in the late 1920's, but the most important counter-eyelical meas- 
ure Was the prohibition of imports of textile machinery (1931). On the eve of 
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World War I government aid was demanded to re-equip obsolete mills, beeause 
modernization was now essential to the “wealth of the nation.” 

The chronic complaint of overproduction, unfair competition, especially for- 
eign, and other perennial problems of the Brazilian mills present striking par- 
allels with the development of cotton manufaetures in the United States. After 
1850 the use of slaves was abandoned in favor of immigrants and native 
laborers—-men, women, and children—-who were drawn into mill communities 
in much the same way that early New England and southern mills aequired 
their labor foree. The first Brazilian mills arose in the cotton-growing states 
of the North, but the subsequent expansion of textile manufaeturing around 
Kio and Sao Paulo split the industry, “pitting northern against southern mills, 
stnall dispersed interior mills against large urban factories, and mills of coarse 
goods produetion against those of fine goods production.” Confliets of interest 
prevented the industry from uniting in pressing measures (eartelization, limit- 
ing machine hours, and curtailing the domestic manufacture of textile machin- 
ery) to combat overproduction. Mill wages (1938) were “wretehed” in Rio, 
“infamous” in Sao Paulo, and “hopeless” in Pernambuco—how wretched, in- 
famous, and hopeless we are left to guess, since the author furnishes no data on 
wages and earnings after 1900. 

So little is known of industrial development in countries whieh are often 
supposed to lack industries that Stein’s work in many respects breaks new 
ground, In addition to unravelling massive evidence relating to industry- 
yovernment relations, production, marketing, and finaneing, he has searched 
company reeords for data on the management of individual firms. Entrepreneurs, 
in Brazil as elsewhere, are not east into one mold; but a Brazilian’s comment that 
What the country needs is “modernization of the mentality of our captains of 
industry” seems to be unfair only to an enlightened minority in the textile 
industry, 

It behooves a reviewer, [ suppose, to let it be known that he has not read 
a perfeet book. T find it a bit misleading to say that sterling exchange fell (p. 32), 
as Well as to suggest that specie shipments lowered the milreis’ value (p. 91). 
I expected the author to note that higher customs duties do not necessarily 
Inerease revenue (p. 85). Finally, | wonder why Brazilians are censured for 
failing “to see the handwriting on the wall” ¢p. 116). Where, in the world of 
1925, were there businessmen, or even ceonomists, who saw the handwriting or, 
having seen it, did not mistake it for unintelligible hieroglyphic-? 

Duke University {OBERT SMITH 


The Full-Fashioned Hostery Industry in the US. A. By J.D. De Haan. The 
Hague, Netherlands: Mouton & Company, 1957. Pp. 7, 188. Paper, $3.00. 
The American hosiery manufaeturing industry consists of several segments, 

the most important of which up to this date has been the manufaeture of full- 

fashioned hosiery for women. It is with this aspeet of the industry that the 
subject publication is concerned, but since much of the data and many of the 
conclusions are appleable to the industry as a whole, the coverage is somewhat 


- 
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broif™1 than the title implies. Accordingly, the book should be of partieular 
interest in the South where the manufacture of hosiery is now heavily con- 
centrated. 

The materials are organized in twenty chapters that vary in length from 
three to thirty-two pages. The first contains a general historical aecount of the 
industry's development. Single chapters then follow on raw materials used, 
technical organization of the industry, equipment trends, strueture of the in- 
dustry, and marketing. The next twelve chapters, requiring two-fifths of the 
space utilized, are concerned with locational factors, and the two final chapters 
with the problem of over-production and the future of the full-fashioned im- 
dustry, respectively. The book is thus typieal of the literature available on the 
hosiery industry, for it relates primarily to the full-fashioned segment of the 
industry, it is production-oriented, and, as a corollary of the latter, the problems 
of marketing are given comparatively little attention. 

The author recognizes that marketing has some significance, however, and 
he points out that this aspeet has not reeeived the attention it deserves in litera- 
ture. Further, he concludes that the marketing of hosiery will be tied in with 
manufacturing to a greater extent than in the past. Nevertheless, in the point 
of view he adopts, as well as in his presentation, marketing is relegated to a 
position of secondary importance. 

Technical production problems have always been numerous and difficult: in 
the hosiery industry and have required the primary attention of management. 
The emphasis placed on these aspects has been responsible for the signifieant 
Improvements made in machinery, plant ‘faeilities, processes, and products. At 
the same time, this one-sided interest has caused marketing considerations to 
be negleeted and las created serious problems for the entire industry. Eexeept 
fora few relatively short and infrequent periods of tine, the industry has suffered 
from over-production and suicidal price-cutting. Until market requirements 
are assessed more wisely and sounder marketing policies are adopted, these 
ills can be expected to continue. It is unfortunate, therefore, that the author, 
Who appears to have a comprehensive knowledge of the industry, has not given 
more attention to distribution and its problems, 

Although not as much attention has been given the marketing problems of 
the hosiery industry as this reviewer believes they justify, the author has made 
a most worthwhile contribution to the literature in this field. Thorough researeh 
of library sourees and extensive field investigation are apparent throughout 
the presentation. An exeellent list of bibliography is eited, and much information 
has been brought together from a wide array of sourees, many of which are not 
accessible in university libraries. Therefore, the book will be most helpful to 
those who undertake further research in this area, and it will be of interest to 
those who desire to learn something of an industry that has migrated in large 
part to the South in reeent years. 

University of North Carolina TH. MeCGrecor 
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CONSTITUTION OF THE SOUTHERN ECONOMIC ASSOCIATION* 
CONSTITUTION 
Artic_e I 


NAME 


The name of this Association shall be “The Southern Economie Association.” 


ArticLe Il 
OBJECT 


The object of the Association shall be to stimulate interest in economic 
questions through discussion, research, and publication. Special emphasis shall 
be given to problems relating to the development of the South. 


MEMBERSHIP 


Any individual, institution, or organization interested is promoting the object 
of the Association may become a member upon the payment of the annual dues 
required in the By-Laws. 

ArticLe LV 
OFFICERS 

The Association shall have the following officers who shall be elective officers: 
a President, two Vice-Presidents, a Seeretary-Treasurer, and four elected mem- 
bers of the Executive Committee. The terms of office of the President, Viee- 
Presidents and Secretary-Treasurer shall each be one year. The terms of office 
of the four elected members of the Executive Committee shall each be two 
years. Two of the four terms of the four eleeted members of the Executive 
Committee shall expire each year. With the exeeption of the Secretary-Treasurer, 
no officer of the Association shall be eligrble to sueeeed himself. In the event of 
the death, resignation, or disability of the President, the duties of the office shall 
devolve upon the Viee-President who received the higher vote in the election 
and the other Vice-President, in that order. 

ArricLte V 
EXECUTIVE COMMITTEE 

The executive Committee of the Association shall consist of the President, the 
two Vice-Presidents, the Seeretary-Treasurer, the two immediate past: Presi- 
dents, the elected members of the Executive Committee, and the Managing 
Kditor of the Southern Economic Journal. 


* As amended and adopted at the annual business meeting on November 9, 1957 
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ArticLe VI 
MEETINGS 
There shall be every year one regular meeting of the Association at a time and 
place to be designated by the Executive Committee, for the transaction of 
business, the presentation of the program, and the discussion of economue and 
business problems. At the business session the President, the Secretary-Treasurer, 
the Managing Editor of the Publications shall make their reports, and the re- 
sults of the election of the officers of the Association for the ensuing year shall 
be announced. All members shall be notified of the time and place of the annual 
meeting at least two months before the date of such meeting. The members 
present at the meeting shall constitute a quorum. Each individual member 
shall have one vote and each member institution or organization shall have 
one vote. 
Anrticte VII 
AMENDMENTS 
This constitution may be amended by a two-thirds vote of the members 
present at any annual business meeting, provided that a copy of the proposed 
amendments shall have been given to the members at least one month in advance 
of the meeting. 


BY-LAWS 


Srerion Lo Membership. The annual membership dues for individual mem- 
bers shall be five dollars ($5.00); for contributing members, fifteen dollars 
($15.00); for life members, one hundred dollars ($100.00); for institutional 
memberships, one hundred dollars ($100.00); for student members, two dollars 
($2.00). Life members shall be exempt from annual fees. Members shall re- 
ceive without further cost the publications of the Association. Membership 
shall date from the beginning of the quarter following the receipt of the first 
annual dues paid in each ease. Members who shall be in arrears of dues for 
more than six months shall be dropped from the membership roll Members 
in arrears for more than three months shall be dropped from the miailing list 
of the publieations. 

SrevTion 2. Blection of Officers. Within two months after the annual meeting 
the President of the Association shall appoint a Nominating Commuttee eon- 
sisting of three members. The names of the members of the Comunittee shall 
be published in the April issue of the Southern Economic Journal. Members 
may submit suggested nominations for the various offieers to the President or 
the Secretary-Treasurer of the Association. The Nominating Committee shall 


present to the President on or before June 1 of each year a nominee for Presi- 


dent, a nominee for Secretary-Treasurer and two nominations for each of the 
other elective officers to be filled, the nominees being members of the Associa- 
tion. The « date for President and the candidate for Secretary-Treasurer 
shall be «!: . by a joint committee consisting of the members of the lExecu- 
tive Cor cutt-e and the Nominating Committee, 
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Officers shall be chosen through elections to be held during three months prior 
to the annual meeting. Each member shall be given the opportunity to vote by 
mail. Space shall be provided on the ballot for the individual member's alter- 
native choice, 

Seevion 3. Duties of Officers. The President shall be the general executive 
officer of the Association, shall administer the affairs of the Association under 
the direetion of the Executive Committee and shall appoint all committees. He 
shall be responsible for the preparation of the annual program in consultation 
with the other members of the Exeeutive Committee, 

The Seeretary-Treasurer shall keep the reeords of the Association; receive, 
disburse and have custody of the funds of the Association, and perform such 
other duties as the Executive Committee may assign to him. 

The Executive Committee shall conduct the affairs of the Association, This 
Comittee shall have the duty of procuring adequate funds for the Association 
and shall have eontrol and management of such funds. It shall have the re- 


sponsibility of maintaining and inereasing the membership. It may fill vacancies 
in the list of officers. It may adopt rules and regulations for the conduct of the 
Association's business not inconsistent with the Constitution or with rules 
adopted at the annual meeting. It shall act as a committee on time and place of 


meetings. 

Srevion 4. Southern Economic Journal. During the continuation of the joint 
publication of the Southern Economie Journal by the Association and the Uni- 
versity of North Carolina, the Managing Editor of the Journal shall be appointed 
by the University of North Carolina. The Executive Committee shall eleet the 
number of Editors of the Southern Economic Journal determined by agreement 
with the University of North Carolina. The terms of service of these Editors 
shall be for a period of three years. In case vacancies occur between meetings of 
the Executive Committee, the President shall have the power to fill sueh vaean- 
eles 

The Managing Editor shall confer with the Executive Committee concerning 
polieres with respeet to the publication of the Southern Economie Journal, and 
the Executive Committee shall have final authority with respeet to such policies, 
not inconsistent with the agreement with the University of North Carolina for 
the publication of the Journal. 

Sretion 5. Amendments. Changes in these By-Laws may be proposed by the 
Executive Committee or any member of the Association, and may be voted 
Upon at any regular business meeting. 


THE SOUTHERN ECONOMIC JOURNAL 
Receipts and Expenditures, 1956-1957 
Cash Balanee, November 1, 1956 $ 5,590.49 
Receipts 
University of North Carolina 


Balanee Annual Grant for 1956-57 $1,000.00 
Advaneeon Annual Grant for 1957-58 1,000.00 $2,000.00 


NOTES 


South) Kee Association 
Annua ibership Dues 2 , 236. 
Ins utie Membership Dues 1.000. 
Contril ing Membership Dues 90. 
Student Membership Dues 23. $3 349.00 


Office of Managing Editor 
Subseriptions to Journal $2,718. 
Advertising 1,602. 
Sales of Individual Copies 903. 
Building and Loan Dividend 87. 
Miscellaneous 20. $5 831.55 


Total Income $10,680.55 
Total Cash Balance and Income $16,271.04 


Eerpenditures 


Printing the Journal 

General Expense 

Other Printing 

Postage 

Supplies 

Advertising 

Secretary's Salary 

Purehases of back copies of Journal 

Travel 

tefunds $9,930.80 


Investment Account 
Original Deposit 
Dividend Redeposited $5,087.50 


Cash on Hand, October 31, 1957 $1,252.74 


Tnvestment Account 


January 2, 1957-—Deposited with Orange County Building and 
Loan Association, Chapel Mili, N.C. 
Dividend Deposited 


Balance, October 31, 1957 


Fund Balances 


Checking Account, University National Bank, Chapel Hill, 


HOO 
i 5,000.00 
87.50 
5,087.50 
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Investment Account, Orange County Building and Loan Associa- 
tion, Chapel Hill, N.C. 5,087.50 


Total Funds, October 31, 1957 $ 6,340.24 


G. T. SCHWENNING 
Managing Editor 


ANNOUNCEMENTS 


The twenty-eight annual conference of the Southern Economie Association 
will be held on November 21 and 22, 1958, at the Hotel Atlanta Biltmore, 
Atlanta, Georgia. 

President Howard R. Smith has appointed the Nominating Committee for 
the 1959 officers of the Southern Eeonomic Association, It consists of Ernst W. 
Swanson, Georgia Institute of Technology, Chairman; James M. Buchanan, 
University of Virginia; and Riehard H. Leftwich, Oklahoma State University. 
As stated in the Constitution: “Members may submit suggested nominations 
for the various officers to the President or the Seeretary-Treasurer of the 
Association.” 

Watcrer 3S. Buckincuam, Jr. 
Secretary-Treasurer 


SOL THERN ECONOMIC ASSOCIATION 
Receipts and Expenditures September 30, 1956-September 30, 1957 


Cash on hand, National Bank of Athens (Ga.), Sept. 30, 1956 -$1 010.34 
Reecipts, Sept. 80, 1956-Sept. 30, 1957 3,975.40 
$4,985.74 

Expenditures, Sept. 30, 1956 Sep! 30, 1957: 

Postage 

Convention expenses (1956) 

Printing (1956 program) 

Seeretarial 

Printing (new forms and stationery) 

Association's half share of 

bond for Managing Editor 

Constitution Committee expenses 114. 

Marketing seetion expenses 27. 

Southern Eeonomie Journal 3,349. 4,188.39 


Cash on hand, First National Bank, Atlanta, Ga., Sept. 30, 1957 $ 797.35 


NOTES 


Investment Account 


Balance September 30, 1956, Athens (Ga.), Federal Savings and 
Loan Association $ 608.21 
Dividends 18.36 


Balanee, Sept. 30, 1957, First National Bank, Atlanta, Georgia $ 626.57 


WaLrer S. Buckincuam, Jr. 
Secretary-Treasurer 


APPOINTMENTS AND RESIGNATIONS 


G. H. Aull, head of the Department of Agricultural Eeonomies and Rural 
Sociology at Clemson College, has been appointed a director of the Charlotte 
Branch of the Federal Reserve Bank of Richmond. 

Raymond F. Barker has been appointed instruetor in marketing in the 
College of Business Administration, University of Texas. 

Gordon EE. Bell, assistant professor of economies at Duke University, has 
been granted a leave of absence to engage in the practice of public accounting. 

Lewis Bell, formerly researeh associate in the University of Kentucky Bureau 
of Business Researeh, College of Commerce, is now director of the Division of 
Purchases, Kentucky Department of Finance. 

Robert F. Bender, formerly of Crozier Technieal High Seliool (Dallas, Tex), 
has been appointed associate professor of business education at Arkansas State 
College. 

Richard Bennett has been appointed professor of management in the School 
of Business, Lamar State College ef Technology. 

Carl Bevin has been appointed research associate at the School of Business 
Administration, Emory University. 

ki. G. Boyd is instructor in business administration at Martin College. 

Ted R. Brannon, formerly of the University of ‘Texas and recently with 
Arameo of Saudi Arabia, has been appointed leeturer in management at the 
University of Florida beginning February 1958. 

Gerald E. Breger has joined the staff in business administration at Kast 
Tennessee State College. 

H. D. Brolin, professor of marketing at the University of Florida, resigned 
at the end of January. 

Walter 3. Buckingham, Jr., professor of eeonomies at Georgia Institute of 
Technology, was re-elected secretary-treasurer of the Southern Heonomice As- 
sociation for 1957-1858. 

Allen M. Cartter, associate professor of economics at Duke University, is 
on leave to be program associate, Eeonomic Development and Administration, 
The Ford Foundation. 

Finley M. Chu has been appointed assistant professor of economics and 
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chairman of the Department of Eeonomics and Business at Oklahoma Baptist 


University 

Marshal Ro Colberg, professor and chairman of the Department of Eeonomies 
at Florida State University, was elected vice-president of the Southern Economic 
Association for 1957-1958. 

Alfred A. Cox, formerly of Ohio State University, has been appointed as- 
sistant professor of marketing at North Texas State College. 

Kdyar S. Dunn, Jr, associate professor of economics at the University of 
Florida, was eleeted a member of the board of editors of The Southern Economic 
Journal at the last annual meeting of the Southern Meonomie Association. 

Walter Ro Rdwards has been appointed assistant professor of business ad- 
ministration at Arkansas State College. 

Clyde HL Farnsworth is now teaching business administration at East Ten- 
nessee State College. 

Patsy Freeman has been added to the Department of Eeonomics and Business 
at Oklahoma Baptist University. 

Robert W. French, member of the New Orleans Board of Port Comunissioners, 
was appomted a member of the executive committee of the Southern Eeonomie 
Association. 

Robert S. Glover has resigned as assistant in agricultural economies from 
the Alabama Polytechnic Institute to aecept a position as assistant professor 
of agricultural economies at Stephen Fo Austin State College. 

Harold Hampson, formerly a public accountant in Atlanta, has joined the 
Department of Accounting, Bob Jones University, 

Richard ©. Henshaw, Jr, associate professor of business statisties in’ the 
College of Business Administration, University of Texas, has been granted a 
leave of absence for 1957-58. 

Hoi. Hipp has been promoted to assistant professor of insurance and business 
law at the University of Florida. By error the October 1957 issue of this Journal 
listed the institution as being the University of Mexico. 

Willian Tloffinan, Jr, has been appointed instructor in accounting in the 
College of Business Administration, University of Texas. 

Louse M. Hollenbeck has been appointed instructor in business education 
inthe University of Miami Sehool of Business Administration. 

Virgil A. James has been appointed associate professor of management in 
the College of Business Administration and director of the exeeutive develop- 
ment program inthe Division of extension, University of Texas. 

Jerzy Fo Karey has been appointed part-time instructor in economies at the 
University of North Carolina for the spring semester of 1958. 

Berd) Kenadjian is now the acting chairman of the Department of Heonomies 
and Business Administration at Wofford College 

John Q Taylor King, who was recently awarded a Ph.D. in business statisties 
at the University of Texas, has been appointed chairman of the Department 
of Business Administration at [luston-Tillotson College 

Charles A. Kirkpatrick, professor of marketing at the University of North 
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Carolina, Was appointed a member of the executive committee of the Southern 
Keonomic Association. 

toger PF. Klein has been appointed direetor of the hospital administration 
program at the Sehool of Business Administration, Emory University. 

Dudley G. Luckett, who reeently completed the requirements for a Ph.D. 
at the University of Texas, has accepted an appointment as mstruetor in eco- 
nomics at lowa State College. 

James W. Martin, long director of the University of Kentueky Bureau. of 
Business Research, has been transferred from his official assignment as Ken- 
tucky Commissioner of Finanee to one as Commissioner of Highways of the 


sume state. In the second semester Commissioner Martin conducts a seminar 
on government finance administration at the University of Kentucky. 
Leonard Mewhinney has been appointed assistant professor of management 
at North Texas State College. 
Frederie Meyers, associate professor of economics, the University of Texas, 


has reeeived a grant from the Fund for the Republic to study the effeets of the 
Texas “right-to-work” statute, 

Philip T. Meyers, of the University of Minnesota, has been appointed as- 
sistant professor of accounting in the College of Business Administration, 
University of Texas. 

Kermit C. Moss, formerly of the University of Houston, has been appointed 
associate professor and head, Department of Business Administration, Arkansas 
A. & M. College. 

William H. Nicholls, professor of economies at Vanderbilt: University, was 
elected vice-president of the Southern Eeonomic Association for 1957-1958. 

Margaret E. Old is teaching business administration at Martin College. 

William N. Parker, associate professor of economies at the University of 
North Carolina, has been appointed an editor of The Southern Economic Journal 
by the University of North Carolina. 

John W. Pasehall has been appointed instruetor in eeonomies at Arkansas 
A. & M. College. 

Charles FL Peak has been appointed instruetor of economies at Arkansas 
State College. 

John Pearson has been appointed assistant professor of statisties at) North 
Texas State College. 

Robert B. Pettengill, professor of economies at Rollins College, has been 
appointed Florida correspondent for The Southern Economic Journal, 

falph William Pfouts has been appointed director of Gaaduate Studies in 
Reonomics and Business Administration at the University of North Carolina. 

Warren Rose, part-time instructor in accounting at the University of North 
Carolina, has been reappointed Ernest Hl. Abernethy Fellow in Southern In- 
dustry. 

Carl P. Savage has been appointed instruetor of business education at Ar- 
kansas State College. 

Howard G. Schaller, professor and head of the Department of Eeonomics at 
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Tulane University, was elected a member of the board of editors of The Southern 
Keonome Journal at the last annual meeting of the Southern Economie As- 
sociation. 

Dorthy Ann Seggern has been appointed instructor in business services in 
the College of Business Administration, University of Texas. 

Ansel M. Sharp has been appointed assistant professor of economics in the 
College of Business at Oklahoma State University. 

Howard R. Smith, professor of economics at the University of Georgia, was 
eleeted president of the Southern Economie Association for 1957-1958. 

Hampton K. Snell, professor of transportation in the College of Business 
Administration, University of Texas, has been granted a leave of absenee for 
1957 58. During this leave he is to work on a study sponsored by the Mississippi 
Valley Barge Line of St. Louis, co-operating with Inland Waterways Common 
Caerter Association of Chicago. 

Joseph J. Spengler, James Bo Duke professor of economies and director of 
Graduate Studies in the Department of Eeonomics and Business Administra- 
tion, Duke University, has been eleeted vice-president of the American Associa- 
tion for the Advancement of Serence for the coming year. He has also been 
appointed to the editorial board of the newly established international quar- 
terly, Comparative Studies in Society and History, representing the field of 
ECONOMIES, 

George A. Spiva has been appointed instructor in finance in the College of 
Business Administration, University of Texas. 

William KR. Sprigel, dean of the college of Business Administration, University 
of ‘Texas, has announced his resignation from this position. The resignation 
will become effective as soon as a successor is chosen. He will continue teaching 
and research at the University of Texas in his professorship of management. 

Hazel Stanford, formerly of Pearl River Junior College, has been appointed 
Instructor in seeretarial science at Arkansas A. & M. College. 

John L. Stone, chairman of the Division of School Seience and head of the 
Department of Business Administration at Arkansas A. & M. College, has 
retired. 

Robert M. Taylor, formerly of the University of Toronto, has been appointed 
Visiting associate professor of marketing in the College of Business Administra- 
tion, University of Texas. 

Karnest W. Walker, associate professor of management in the College of 
Business Administration, University of Texas, has returned to his duties after 
a vear'’s leave of absence in a post with the Texas Commission on Higher Eduea- 
tion. 

Frank J. Weleh, dean of the University of Kentueky School of Agriculture, 
ix on leave to serve as a member of the Tennessee Valley Authority board of 
directors, 

Harry D. Wolf, professor of ceonomics at the University of North Carolina, 
has resigned from the board of editors of The Southern Economic Journal after 
serving continuously for sixteen years. 
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William Wilbur has been promoted to associate professor of economics at 
Wofford College. 

Wilhelmina Zukowska has been appointed instructor in accounting in the 
University of Miami School of Business Administration. 


NEW MEMBERS 

The following names have been added to the membership of the Southern 
Economic Association: 

Harry Ainsworth, University of Arkansas, Fayetteville, Ark. 
L. Baum, Agricultural Economics Branch , TVA, Knoxville, Tenn, 
J. Leslie Bayless, Louisiana Institute of Technology, Ruston, La. 
Thomas R. Beard, 2206 Perkins Road, Baton Rouge, La. 
Robert W. Bell, University of Arkansas, Fayetteville, Ark. 
James Bereos, 71 Hardeman Road, N. W., Atlanta, Ga. 
William C. Biven, 3518 Glemsford Drive, Decatur, Ga. 
William EF. Black, U. 8. Air Foree Academy, Denver, Col. 
Thomas W. Blackwood, University of Arkansas, Fayetteville, Ark. 
Julian Earle Bolton, Jr., Georgia Institute of Technology, Atlanta, Ga. 
Milton John Bondurant, Tougaloo Southern Christian College, Tougaloo, Miss. 
Joseph M. Bonin, Louisiana State University, Baton Rouge, La. 
Kk. J. Ro Booth, Oklahoma State University, Stillwater, Okla. 
Donald A. Boyd, Memphis State University, Memphis, Tenn. 
Julian H. Bradsher, Oklahoma State University, Stillwater, Okla. 
Francis J. Bridges, George State College, Atlanta, Ga. 
Richard Brooks, Tougaloo Southern Christian College, Tougaloo, Miss. 
James R. Brown, University of Alabama, University, Ala. 
Vincent EB. Cangelosi, University of Arkansas, Fayetteville, Ark. 
Thomas G. Carpenter, Box 2476 University Station, Gainesville, Fla. 
Yali-Plk Chali, University of Chattanooga, Chattanooga, Tenn. 
Leslie E. Davis, Mississippi State College, State College, Miss. 
Erie T. Curtis, University of North Carolina, Chapel Hill, N. ©. 
Joseph DiBerardino, Florida State University, Tallahassee, Fla. 
Louis A. Dow, University of Oklahoma, Norman, Okla. 
Selby Downer, University of Mississippi, University, Miss. 
Philip Duriez, Louisiana State University, Baton Rouge, La. 
M. H. Earp, Southern Methodist University, Dallas, Tex. 
Warren W. Eason, Princeton University, Princeton, N. J. 
Walter R. Edwards, Arkansas State College, State College, Ark. 
Charles F. Eyre, 3652 8. W. 2nd Street, Miami 35, Fla. 
C. Hi. Farnswerth, East Tennessee State College, Johnson City, Tenn, 
Clinton 8. Ferguson, East Tennessee State College, Johnson City, Tenn. 
Hugh Folk, Duke University, Durham, N. C. 
Harold A. Frey, University of Arkansas, Fayetteville, Ark. 
A. A. George, Tougaloo Southern Christian College, Tougaloo, Miss. 
Joseph C. Golden, Tennessee Polytechnic Institute, Cookeville, Tenn. 
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Howard S. Gordman, 33 Gilmer Street, S. E., Atlanta, Ga. 

R. Karl Green, Georgia Institute of Technology, Atlanta 13, Ga. 
Orville J. Hall, University of Arkansas, Fayetteville, Ark. 

John W. Hamilton, University of Tennessee, Martha, Tenn. 

M. M. Hargrove, University of Tulsa, Tulsa, Okla. 

Harmon H. Haymes, University of Virginia, Charlottesville, Va. 
Murray Henry, 4009 Valley Ridge Road, Dallas, Tex. 

Juanita G. Horton, Howard College, Birmingham, Ala. 

W. L. House, P.O. Box 2543 Station Drive, Atlanta 18, Ga. 

Willian Robert Ingram, Memphis State University, Memphis, Tenn. 
James Lawrence James, Southern Methodist University, Dallas, Tex. 
Hi. P. B. Jenkins, University of Arkansas, Fayetteville, Ark. 

Louis Johnson, Jr., Tennessee Polytechnie Institute, Cookeville, Tenn. 
Matthew HL. Jonas, University of Texas, Austin, Tex. 

B. Paul Jones, Southern Methodist University, Dallas, Tex. 

Howard H. Kastner, Jr, Florida State University, Tallahassee, Fla. 
John J. Klein, Oklahoma State University, Stillwater, Okla. 

John B. Koch, Arkansas State Teachers College, Conway, Ark. 

George Bo Kohnen, St. Mary’s University, San Antonio, Tex. 
Richard A. LaBarge, Southern Methodist University, Dallas, Tex. 
Paul G. LaGrone, University of Arkansas, Fayetteville, Ark. 

James W. Land, Southern Methodist University, Dallas, Tex. 

Pedro ©. Leano, Oklahoma State University, Stillwater, Okla. 
Preston P. LeButon, Louisiana State University, Baton Rouge, La. 
Claude LeFlore, Tougaloo Southern Christian College, Tougaloo, Miss. 
ki. G. Lemerson, Howard College, Birmingham, Ala. 

H. WL. Liebhafsky, University of Texas, Austin, Tex. 

Stephen L. MeDonald, Louisiana State University, Baton Rouge, La. 
Annie Juanita MeGhee, Tougaloo Southern Christian College, Tougaloo, Miss. 
Rayford J. MeLaurin, University of Chattanooga, Chattanooga, Tenn. 
George Maddox, Georgia Institute of Technology, Atlanta, Ga. 
Lawrence bk. Mansfield, Florida State University, Tallasassee, Fla. 

Ht. J. Markle, Memphis State University, Memphis, Tenn. 

Charles fF. Martin, Louisiana State University, Baton Rouge, La, 
Charles O. Meibury, 2634 B Jefferson Park Circle, Charlottesville, Va. 
W. TE. Milner, Memphis State University, Memphis, Tenn 

A. M. Moore, University of North Carolina, Chapel Hill, N.C. 
Roland T. Mullins, University of Arkansas, Fayetteville, Ark. 

Harold Nelson, Arkansas State College, State College, Ark. 

Hugh S. Norton, University of Tennessee, Knoxville, Tenn. 

Ho M. Oliver, Jr, Indiana University, Bloomington, Ind. 

Louis M. O'Quinn, Mississippi State College, State College, Miss. 
Frederie L. Orange, Howard College, Birmingham, Ala. 

T. Hardie Park, Vanderbilt University, Nashville, Tenn. 

Charles F. Peake, Arkansas State College, State College, Ark. 
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I. James Pikl, Jr., Vanderbilt University, Nashville, Tenn. 

W.C. Ribble, Ouachita Baptist College, Arkadelphia, Ark. 

David M. Robinson, University of Arkansas, Fayetteville, Ark. 

Hammond W. Rogers, Georgia State College of Business Administration, 
Atlanta, Ga. 

C. Roman, Oklahoma State University, Stillwater, Okla. 

David F. Ross, Florida State University, Tallahassee, Fla. 

Anthony P. Rotoli, Southern Methodist University, Dallas, Tex. 

Charles A. Rovetta, Florida State University, Tallahassee, Fla. 

Leon M. Sehur, Louisiana State University, Baton Rouge, La. 

Ansel Sharp, Oklahoma State University, Stillwater, Okla. 

Ava G. Simpson, Warren Wilson College, Swannanoa, N.C. 

George A. Spiva, University of Texas, Austin, Tex. 

W. Allen Spivey, University of Michigan, Ann Arbor, Mich. 

Hubert F. Stepp, Howard College, Birmingham, Ala. 

Anthony Strawpolis, Georgia State College of Business Administration, At- 
lanta, Ga. 

William John Stober, Louisiana State University, Baton Rouge, La. 

Anthony M. Tang, Vanderbilt University, Nashville, ‘Tenn. 

Zachary Taylor, Jr., LaGrange College, LaGrange, Ga. 

Jack N. Thornhill, Louisiana State University, Baton Rouge, La. 

Lyle R. Trueblood, University of Tulsa, Tulsa, Okla, 

James ©. Vadakin, University of Miami, Coral Gables, Fla. 

Jack Wagle, Oklahoma State University, Stillwater, Okla. 

LeGrand J. Weller, 307 Alexander Avenue, Durham, No ©. 

David A. West, Union University, Jackson, Tenn. 

A. Barton Westerlvn, University of Arkansas, Fayetteville, Ark. 

Rudolph A. White, University of Alabama, University, Ala. 

Charles A. Williams, Georgia State College of Business Administration, At- 
lanta, Gia. 

William V. Wilmot, University of Florida, Gainesville, Fla. 

Ambrose Pare Winston, 4601 Horseshoe Bend, Austin, Tex. 

Suewella Wright, Tougaloo Southern Christian College, Tougaloo, Miss. 

Leland B. Yeager, University of Virginia, Charlottesville, Va. 


ANNOUNCING A NEW INTERNATIONAL QUATERLY 


October, 1958, will see the first issue of a new international quarterly, Com- 
parative Studies im Society and History, to be published by Mouton of The 
Hauge with initial support from several Ameriean Universities. The purpose 
of the journal is to serve as a clearing house for substantive work on problems 
that are common to any two or more of the numerous branches of study dealing 
with man’s life in society, It will treat any subject that bears on the explanation 
of stability or change within a social strueture, ineluding ways of thought or 


expression, and it will deal with forms of cultural interchange. It is not the in- 
tention of the Editors merely to popularize work that is already well known 
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to specialists. They invite contributions from fresh research in which the prob- 
lems at issue are clearly formulated. They hope to achieve some testing of the 
ideas of the theoretical social sciences in regard to longer intervals of time and 
larger social units than is customary. Comparison, if not drawn within an 
article, can be attained by setting together articles on comparable material. 
The editorial board has been drawn from a number of American and European 
universities and is representative of sociology, anthropology, economies, polit- 
ical science, various fields of history, comparative law and comparative litera- 
ture. The Editorial Committee consists of Sylvia L. Thrupp as Editor, G. FE. 
von Grunebaum, Everett C. Hughes, Edward A. Kracke, Jr., Max Reinstein, 
Edwards Shils, and Sol Tax. 

Correspondence regarding contributions should be directed to the Editor, 
Box 22, Faculty Exehange, University of Chicago, Chicago 37, Llinois. 
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a NEW college text 


INTERNATIONAL ECONOMICS 


by Thomas C. Schelling 


The first text to give a systematic, analytical treatment to the new economic 
programs and policies that have been so important in American foreign 
relations and international security since World War II. 

Stimulating and technically accomplished, International Economics is . 
designed to appeal not only to economics majors, but to all students who 
appreciate the important role of economic policies and programs in Ameri- 
can international relations. 

A skillfully written, absorbing work, unique because of its totally modern 
approach, /nternational Economics contains charts, graphs, tables, line 
drawings and a bibliography to give students a more concrete picture of 
economics in theory and in practice. 


a practical text on a practical everday business 


Modern International Commerce 


' by Edward Ewing Pratt 


You will find this a HOW book-dealing with the actual mechanism of 
foreign trade. It is a practical treatise on the business of foreign trade and 
not a treatment of history, theory, statistics, or political developments 
affecting foreign trade 

MODERN INTERNATIONAL COMMERCE is particularly timely for two 
reasons. First, because of the high peak and increasing complexity of in- 
ternational trade; and second, because exports are occupying an increas- 
ing amount of business attention. Professor Pratt’s book provides a good 
coverage of recent developments and fully treats the neglected subject of 
exports in a detailed and practical manner. 


for an examination copy of either of these fine texts, write to 
ARTHUR B. CONANT 


ALLYN and BACON College Division 
41 Mt. Vernon St. Boston 8, Mass. 


When you write to our advertisers, please mention The Southern Keonomic Journal 


Outstanding Irwin “lexte 


ECONOMICS 


By Joun A. Guinan, State College of Washington 


PRINCIPLES OF ECONOMICS 


By W. Newson Pracu, University of Oklahoma 


ECONOMIC POLICY 


Revised Edition Readings in Political Economy 


By Wittiam D. University of Hlinois (Chieago), and 
MANUEL T. Weiter, Purdue University 


ECONOMICS OF MONEY AND BANKING 


By N. Haun, Fletcher School of Law and Diplomacy, 
Tufts University 


LABOR ECONOMICS AND INDUSTRIAL 
RELATIONS 


By Leo Grrrow, New York University 


ECONOMIC FLUCTUATIONS 


An Analysis of Business Cycles and Other Economic Fluctuations — 


By Maurier W. Lee, University of North Carolina 


COLLECTIVE BARGAINING 


Revised Edition Principles and Cases 


By Joun and James J. both of Harvard University 


Write for Examination Copies 


Publishers for the American Economic Association 


RICHARD D. IRWIN, INC HOMEWOOD, ILLINOIS 


advertisers, please mention The Southern Reonomic Journal 


Outstanding Iruin “Jexte 


THE AMERICAN ECONOMY 


Principles, Practices, and Policies, Revised Edition 


By ©. Harriss, Columbia University 


INTERMEDIATE ECONOMIC ANALYSIS 
Third Edition 


By Joun Dur, University of Hlinois 


BUSINESS ECONOMICS 


Principles and Cases, Revised Edition 


By Marsuate R. Cotperc, Florida State University, ©. 
Braprorp, Northwestern University, and Ricuarp M. Avr, 
New England Mutual Life Insurance Company 


PRINCIPLES OF MONEY AND BANKING 


By Hiram Jome, De Pauw University 


INTRODUCTION TO MATHEMATICAL 
ECONOMICS 


By Donatp W. Busuaw, State College of Washington, and 
W. Crowen, Northwestern University 


PUBLIC POLICIES TOWARD BUSINESS 


By Crain Witcox, Swarthmore College 


GOVERNMENT FINANCE 


An Economic Analysis 


By Joun Der, University of Hlinois 


Write for Examination Copies 


Publishers for the American Economic Association 


RICHARD D. IRWIN, INC. HOMEWOOD, ILLINOIS 


advertisers, please mention The Southern Leonomie Journal 


When you write to our ee 


Outstanding New McGraw-Hill Books 


ANTITRUST AND AMERICAN BUSINESS ABROAD 


by Kingman Brewster, Jr., Harvard University Law School. Ready in May 
An outstanding analysis of American law and policy applicable to restraints on U. 8. foreign 
trade. [It reviews the antitrust problems involved in doing business abroad, and makes reform 
proposals. By assessing the legality of various types of American business abroad, it seeks to 
contribute to the evolution of a more adequate policy and wiser administration of antitrust 
law in foreign commerce. 


LABOR 


By Neil W) Chamberlain, Director, Program in Economie Development and Administra- 

tion, Ford Foundation. Ready in May ‘ 
Emphasis throughout is on the economic effects of collective bargaining, showing the influence 
of unions on US. economic activity. It includes two general parts: an analysis of the people 
and institutions involved; and, an examination of the impact of organized workers on the 
economy, SOURCEBOOK ON LABOR, consisting of documentary and semi-documentary 
materials, will be ready in October. The chapters parallel the text, with additional questions 
and problems based on the source materials. = 


BUSINESS CYCLES AND ECONOMIC GROWTH 


By James 8S. Duesenberry, Harvard University. McGraw Hill Economic Handbook Series. 
Ready in May 
This timely new text offers a general explanation of the causes of income growth and fluctua- 
tion. It includes a thorough explanation of income movement and its components, providing 
a basis for analysis of the impact of structural change on income movement. 


BUSINESS LAW 


By John W. Wyatt, University of Florida, and Madie B. Wyatt. 866 pages, $7.50 
Written expecially for business administration students, this outstanding new text extensively 
covers such subjects as: corporations, partnerships, negotiable instruments, real and personal 
property, and insurance. The most recent rules of law are included, with case problems given 


at the end of each chapter. 


CASES ON HUMAN RELATIONS IN MANAGEMENT 


By Richard P. Calhoon, b. William Noland, and Arthur M. Whitehill, Jr., all at the 
University of North Carolina. McGraw-Hill Series in Management. 444 pages, $6.00 
A widely varied collection of more than 75 shorter cases, ranging in scope from relatively simple 
situations to complex ones .. . from those involving a single department to those encom- 
passing an entire organization. They help the student to improve his analysis, decision making, 
and action in human relations situations. 


McGraw-Hill Book Company, Inc. Send for 


copies on 
approval 


330 West 42nd Street New York 36, N. Y. 


When you write to our advertisers, please mention The Southern Economie Journal 


NEW PUBLICATIONS from Prentice-Hall... 


SELECTED READINGS IN ECONOMICS 
Edited by C. LOWELL HARRISS, 
Columbia University 


PRINCIPLES OF ECONOMIC POLICY 
by KENNETH E. BOULDING, ce 
University of Michigan 


ECONOMICS: AN INTRODUCTION TO 


ANALYSIS AND POLICY 
by GEORGE LELAND BACH, 
Carnegie Institute of Technology 


HERE IS A NEW SUPPLEMENTAL TEXT FOR ALL 
basic courses in Economics, a compilation of 
outside readings carefully selected and edited by 
C. Lowell Harriss to provide students with a 
readily accessible source of relevant and con- 
structive material on Economics. These selec- 
tions were written by outstanding men in the 
fieldandare meant to complement, not duplicate, 
material in the basic text. Readings were selected 
for intelligibility, contemporary — significance, 
reasonable length, and stimulating quality. To 
aid understanding, a brief introductory note is 
included for each selection giving the source, 
date of publication, and an explanation of the 
significance of the piece. A tremendous amount 
of Economics is contained here —in one compact 
form. 


Approx. 576 pp. « Pub. Feb. '58 + Text price $3.95 


A NEW TEXT DESIGNED TO PROVIDE YOUR STU- 
dents with the basic principles of economics as 
they are applied to the formulation and evalua- 
tion of economic policies. “Principles of Eco- 
nomic Policy” the interrelatedness of 
various policies and encourages your students 
to form a view of economic policy as a whole. 
The extensive factual material contained in the 
text is used to illustrate principles. A book of 
ideas, it serves to stimulate your students to 
think for themselves and to evaluate intelli- 
gently. The first part of the text discusses four 
basic objectives of economic policy — progress, 
stability, justice and freedom. The second part 
discusses the extent to which these four objec 
tives may be satished in a number of different 
fields of policy. The tinal chapter discusses 
ethics. 


480 pp. + Pub. Jan.'58 «+ Text price $5.95 


‘THIS REVISION OF AN ALREADY HIGHLY SUCCESS- 
ful text continues its predecessor's much-praised 
emphasis on a thorough understanding of 
central economic concepts and principles 
and its stress on the well ordered use of these 
principles in helping students reach their own 
decisions on major public policy problems. ‘To- 
ward this goal, the text provides a sound 
foundation in both macro and micro economics, 
in the belief that both approaches are essential 
to informed citizenship in the modern world. 
Note these features: Special ernphasis is given 
to economic growth and development, in 
America and throughout the world. You'll find 
this treatment the most thorough and extensive 
available in any elementary text. A unique, well 
balanced book that will interest mrs in 
economic problems. 


846 pp. Pub. 1957 «+ Text price $6.75 


= To receive approval copies promptly, write: Box 903 


PRENTICE-HALL, Inc. 


Englewood Cliffs, New Jersey 


When you write to our advertisers, please mention The Southern Economie Journal 


1958 titles for your economics classes 


MONEY AND BANKING, Fourth Edition 
W. H. Steiner, Eli Shapiro, Ezra Solomon 


Lucid coverage of monetary theory and practice, brought up to date in 
light of reeent developments. Includes discussion of Federal Reserve 
pohey, monetary and fiseal policy, policy on the money and capital 
markets, and the flow of savings into investment 

May 


FINANCING GOVERNMENT, Fifth Edition 
Harold M. Groves 


Maintains « fine balance among the philosophical, economic, and legal 
aspects of publie finance in its national and international frameworks. 


February 


READINGS IN FINANCE from FORTUNE 
J. Fred Weston 


A lively and pertinent collection of readings on all phases of finance, 
selected to supplement any standard text. Contains thirty seven in- 
formative articles drawn from Fortune magazine 


March 


THEORY AND TECHNIQUE OF COST ACCOUNTING, Rev. 


Lawrence L. Vance 


This leading text continues its emphasis on management’s use of cost 
accounting records and data, demonstrating fully the ends for which 


May 


cost necounting exists 


PRODUCTION IN ADVERTISING AND THE GRAPHIC ARTS 
David L. Hymes 


A complete yet eoneise guide to modern techniques of advertising 
production, contaming valaable information on such essentials as 
typography, photoengraving, lithography, and silk sereen process. 


May 


Henry Holt and Company, 383 Madison Avenue, New York 17, N.Y. 


When you write to our advertisers, please mention The Southern Eeonomie Journal 


Popular Books You Will Want to Consider Now... . 


ECONOMICS: PRINCIPLES AND APPLICATIONS 
New 3rd Edition By Dodd and Hasek 


BUSINESS FLUCTUATIONS AND FORECASTING 
By Carl A. Dauten 


MONEY AND BANKING 
By Eugene S. Klise 


GOVERNMENT REGULATION OF BUSINESS 
By Ronald A. Anderson 


New Titles Scheduled for Spring: 1958 


\/ BUSINESS STATISTICS 
By John R. Stockton 


/ PRINCIPLES OF FINANCE 
By Dauten and Welchans 


\/ READINGS IN MANAGEMENT 
By Neilander and Richards 


/ OUR COMPETITIVE SYSTEM AND PUBLIC POLICY 
By Thomas Anderson 


SOUTH-WESTERN PUBLISHING CoO. 


(Specialists in Business and Economic Education) 


Cincinnati 27 New Rochelle, N. Y. Chicago 5 San Francisco 3 Dallas 2 


When you write to our advertisers, please mention The Southern beonomie Journal 


International Trade 
Goods, People, and Ideas 


by WENDELL C. GORDON 


University of Texas 


This comprehensive introduction to international 
economics integrates current thinking in the field into a 
coherent whole. straightforward prose Dr. Gordon 
gives the facts and the theories, and shows how they relate 
to one another. Major concepts, such as the balance of 


payments and the terms of trade, are presented clearly 
and explained in detail. All technical terms are defined in 
the text, while the more abstruse and marginal concepts 
have been placed in Supplementary Notes to chapters. 


An outstanding feature of this text is the Summary 
which begins each chapter. By stating in a series of simple 
propositions the focal ideas developed in the material 
which follows, the Summaries orient the reader in advance, 
and, taken together, provide him with an inclusive catalog 
of the leading facts and ideas of international economics. 


The book treats all-of the topics traditional to the 
field. The pithy discussion of economic growth is marked 
by Dr. Gordon’s first-hand knowledge of the economies — 
and the societies of many underdeveloped countries. 


61, 29%, OS4 pp. $6.75 text 


Alfred A. Knopf, Publisher 
501 Madison Avenue College Department New York 22 
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Selected RONALD Books 


Advertising Copy, 


Layout, and Typography 
G. Waxes, University of Illinois; Dwicur L. Genvry, 
University of Maryland; and Max Wauus, University of Oregon 


Just Published! An integrated presen- 
tation of the principles of creative adver- 
tising designed for the combined course 
in copy and layout. Mqually suitable for 
separate courses in these subjects, book 
shows how copy, layout, and typography 
must combine to achieve a single effect. 
Emphasis is placed on fundamentals; 


Advertising Media 


basic principles are demonstrated by 
illustrations from the whole range of 
modern advertising and the application 
of practical, simplified techniques, 
Ample problem material, numerous lab- 
oratory assignments. 139 tlls., 4-color 
inserts; 505 pp. 


Creative Planning in Media Sellection 
LyNvDON ©. Brown, Dancer-Futzgerald-Sample, 
Ricnanp S. Lesser, Grey Advertising Agency, Inc; and 
Wittiam M. Dancer-Fitzgerald-Sample, Ine. 


Outlining the creative processes that 
lead to optimum media strategy, this 
textbook clarifies the functions of the 
various media and points out their quali- 
tative differences; explains the cost. per- 
concept provides the most 
lucid analysis of audience measurement 


available. Gives a clear summary of fae- 
tors to be weighed before final selection 
of media. one of the most important 
books that has appeared on the advertising 
scene in some time.”’—Steuart Hender- 
son Britt, Northwestern University. 
126 ills., tables; 396 pp 


Principles of Marketing—oth Edition 


Turopore N. Beckman, H. Maynanp, and R. 


DAVIDSON 


The outstanding textbook in the field! 
Book surveys the subject from a social 
point of view, giving students a basic 
understanding of the entire scope of 
modern marketing. Incorporates new 
material on shopping centers, diseount 
houses, nonstore retailing, vending ma- 
chine merchandising, ete.; gives in- 
creased stress to the dynamics of mar- 


all The Ohio State University 


keting. emphasizes marketing’s basic 
principles and provides an enlightening 
analysis of consumers and their charac- 
teristics. ““A superior tert... no other 
hook in its field begins to compare with it." 

-Alfred Gross, New York University. 
Instructor's Manual available. 33 ills., 
tables; 798 pp. 


Sales Management—3rd Edition 


H. Maynanp and James H. Daves 
—both The Ohio State University 


This popular textbook evaluates the 
principles, procedures, and policies of 
scientific sales administration. Covers 
the functions of the sales executive and 
illustrates basic principles with examples 
from current sales practice Mook stresses 
the development of the sar wager as 


a major marketing executive; explains 
use of break-even analysis in sales plan- 
ning. ‘Will be welcomed by all teachera of 
sales management.’’— Journal of Mar- 
keting. Jnstructor’s Manual available. 
48 ills, tables; 666 pp. 


THE RONALD PRESS COMPANY, 15 East 26th St., N. Y. 10 
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sound economte theory 
in a walistic setting 


PRINCIPLES OF ECONOMICS 


Henry Grayson, Unaversity of Maryland 
Philipp H. Lohman, Unsversity of Vermont 


This new text for the principles course 1s a balanced presentation of 
economic theory, instituttonal description, and empirical data. There 
is strong emphasis on both national income analysis and price 
theory, with the treatment carefully tailored to fit the American 
economy tn particular. 


Organized in accord with recognized psychological principles, the 
text presents macro-economics first and then proceeds to a considera- 
tion of micro-economic concepts. Interest 1s immediately aroused by 
the macro interpretations, which help the student understand the 
economic forces he can see in the world around him. 


Recognizing the fact that an adequate interpretation of many eco- 
nomic forces requires a broad appreciation of all social factors, the 
authors do not divorce economics from its social context. In addition, 
they maintain a cultural-historical perspective, which makes the 
student aware of the true significance of economics. 


Clear organization and style 

Concrete illustrations 

Minimum of technical terms 

In-text definitions of terms 

Ready-reference glossary of terms 

End-of-chapter questions 

End-of-chapter reading references (primarily books) 
Supplementary bibliography (primarily periodicals ) 
Workbook to accompany the text 


SS Filth Avenve, New York 3, New York 
American Book Company 
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INVITATION Authors 


PAGEANT PRESS (AMONG THE LEADING PUBLISHERS IN THE U. S.) 
OFFERS TO PUBLISH YOUR BOOK AND PAY A ROYALTY OF 40%. WE 
ARE NOW PREPARING SCHEDULES FOR 1958 AND WOULD WELCOME 
MANUSCRIPTS IN THE FIELDS OF ECONOMICS, SOCIOLOGY, HISTORY, 
BIOGRAPHY, BELLES-LETTRES, RELIGION, "AS WELL AS SPECIALIZED SUB- 
JECTS. WRITE FOR FREE BROCHURE SE OR SEND US YOUR MANUSCRIPT. 
WE WILL MAIL YOU FULL DETAILS ABOUT PUBLICATION POSSIBILITIES 
WITHIN ONE WEEK. | 


Seth Richards 
PUBLISHER 


PAGEANT PRESS 


— — 


American Economic Review 


VOLUME XLVIII March 1958 NUMBER 1 


ARTICLES 

INSTITUTIONALISM AND WELFARE Economics M.A. Copeland 
CHANGES IN RETAILERS’ Buyine Mack and Victor Zarnowitls 
THE SupPLy OF STORAGE. . Brennan 
ForEIGN Trape, BALANCED BupGeT MULTIPLIERS D. Holzman and Arnold Zellner 
Tue CLAYTON Act: SLEEPING GIANT OF ANTITRUST? Harbeson 


COMMUNICATIONS 

Time- PREFERENCE AND Economic Growtit Wassily Leontief 
NEUTRALIZATION OF CURRENCY FLOWws L. M. Valentine 
INTERMEDIARIES AND Monetary THeory JM. Culbertson 
Gurley and S. Shaw 


The AMERICAN ECONOMIC REVIEW, a quarterly, is the official publication of the 
American Economic Association and is sent to all members. The annual dues are $6.00. Ad- 
dress editorial communications to Dr. Bernard F. Haley, Editor, American Economic Review, 
Stanford University, Room 220, Stanford, California, for information concerning other pub- 
lications and activities of the Association, communicate with the Secretary-Treasurer, 
Dr. James Washington Bell, American Economic Association, Northwestern University, 
Evanston, Illinois. Send for information booklet. 
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THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by ALBERT REES 
in Cooperation with che Other Members of the 
Department of Economics of the University of Chicago 


The October 1957 issue contains: 


Workers’ Managemenc in Yugoslavia ; 

Increased Rents from Increased Costs: A Paradox of Value Theory. 

A Study of Irrational Judgments - 

Interest Arbitrage, Exchange Rates, and Dollar Reserves. - 

Employment Effects of Minimum Wages, 1938- Jobn M. Peterson 
et 


Demand Elasticities and the Foreign-Exchange Egon Sobmen 
The Back ward-Leaning Approach to Controls ........ Abba P. Lerner 
Aggregative Wage Theory and Illusion AK. W. Rothschild 
Rejoinder W. Rothschild 
Books Reviews and Books Received 


FOUNDED IN 1892. Published bi-monthly: February, April, June, Aug- 
ust, October, December. Subscription rate for U.S.A. and posses.‘ons, $6.00 
per volume; for Canada and Pan American Postal on -§0; for all other 
countries, $7.00. Single copies, $1.75. Special rates: $5.00 per volume for 
faculey members teaching business or economics. 3. oo per volume for 
graduate students in business or economics. 


The University of Chicago Press + 5750 Ellis Ave., Chicago 37, Ill. 
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THE SOUTHERN ECONOMIC ASSOCIATION 


Founded in 1927 


OFFICERS 


President 
Howard R. Smith, University of Georgia 

Vice-Presidents 

William H. Nicholls, Vanderbilt University Marshal! R. Colberg, Florida State University 
Secretary-Treasurer 
Walter 8. Buckingham, Jr., Georgia Institute of Technology 
EXECUTIVE COMMITTEE 
IN ADDITION TO THE ABOVE OFFICERS 

Past Presidents 

Milton S. Heath, University of North Carolina Kdward H. Anderson, University of Alabama 


Elected Members* 


Robert W. French, New Orleans Board of Port Commissioners 
Charles A. Kirkpatrick, University of North Carolina 


Managing Editor of the Southern Economic Journal 
G. Schwenning, University of North Carolina 


EDITORS OF PUBLICATIONS 


Elected by the Southern Economic Association 


James i Buchanan, University of Virginia Riehard H. Leftwich, Oklahoma State University 
Edgar 8S. Dunn, University of Florida Howard G. Schaller, Tulane University 


Ervin K. Zingler, University of Houston 


Appointed by the University of North Carolina 


Joe 8. Floyd, Jr. Ralph W. Pfouts 

James C. Ingram Clarence E. Philbrook 

William N. Parker G. T. Schwenning 

CORRESPONDENTS 

John F.. Altazan, Loyola University John CC, Murdock, University of Missouri 
Louis A. Dow. University of Oklahoma Robert BK. Pettengill, Rollins College 
Howard S&S Dye, University of Tennessee ' Charles bk. Rathff, Jr., Davidson College 
Albert Griffin, Limory University Spencer M. Smith, University of Maryland 
John S. Henderson, University of Alabama Rodman Sullivan, University of Kentucky 
David University of Mississippi Carey ©. Thotnpson, University of Texas 
James F. Miles, Clemson College Westmeyer, University of Arkansas 


* Eprton’s Note The Executive Committee authorized the President to make these two appointments rather than wait a full 
tear to begin mmplementing this part of the new constitution 


Membership dues in the Association are: annual $5.00, contributing $15.00, life $10000, institutional 
$100.00, student $2.00. Membership fees include payment for a year's subseription to The Southern 
Economie Journal. Applications for membership should be addressed to Walter S. Buckingham, Jr 
Secretary-Treasurer, Georgia Institute of Technology, Atlanta, Georgia. 


Texts See Spring - 


ECONOMICS: AN ANALYTICAL APPROACH 


By RALPH KIRBY DAVIDSON, VERNON L. SMITH, and JAY W. WILEY, 
all of Purdue University 
This new basic text for principles of economics provides an introduction to economic 
analysis which will be particularly useful for engineering, science, and mathematics 
students. Ready in May. 


READINGS IN CURRENT ECONOMICS 
Edited by MORTON C. GROSSMAN, REED R. HANSEN, ELDON C. 
HEN DRIKSEN, HARRY McALLISTER, KENJI OKUDA, and WILLIAM 
WOLMAN, all of State College of Washington 
The selected readings in this volume complement standard texts in the first course 
in economics. Emphasis is on current and meaningful problems. Reasonably priced 
for students at $3.95. Ready in April. 


PUBLIC PRINCIPLES OF PUBLIC DEBT 


By JAMES M. BUCHANAN, University of Virginia 
In this unique volume, the author takes the side of the common man and argues for 
the so-called “vulgar” conception of public debt theory. The analysis is presented 
clearly and precisely. Ready in April. 


ECONOMICS OF LABOR RELATIONS, third Edition 
By GORDON F. BLOOM and HERBERT R. NORTHRUP 


All chapters in this popular text have been thoroughly revised and rewritten to include 
the latest developments in the labor field. Emphasis is on current problems and issues. 


Ready in April. 


INTRODUCTION TO INTERNATIONAL 
ECONOMICS, Revised Edition 


By DELBERT A. SNIDER, Miami University 
This successful and widely-adopted text offers a well-balanced combination of theo- 
retical analysis and empirical description. The new Revised Edition has been expanded 
and modernized. Ready in June. 


INTERNATIONAL ECONOMICS, Revised 

By CHARLES P. KINDLEBERGER, Massachusetts Institute of Technology 
Much new material has been incorporated in this complete revision of one of the 
leading texts in the international economics area. Improvements include streamlining 
and simplification. Ready in April. 


PERSONAL FINANCE: Principles and 


Case Problems, fevised Edition 
By JEROME B COHEN, City College of New York, and ARTHUR W. HAN- 
SON, Harvard University 
The most widely used personal finance book on the fnarket, this text has béen revised 
to keep it current. The coverage is complete and comprehensive. It captures and holds 
student interest. Ready in June. 
Write for Examination Copies 


Publishers for The American Economic Association 


RICHARD D. IRWIN, INC. Homewood, Ilinois 


